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To our shareholders:

The year 1976 was a profitable one for Cerro-Marmon Corporation. On a pro forma basis
sales were $908,390,000 and net income amounted to $45,210,000.

The enclosed financial statements reflect the merger of Cerro Corporation into Cerro-
Marmon on February 24, 1976. This business combination has been accounted for as a purchase of
Cerro by Cerro-Marmon. For a more complete understanding of these statements we suggest you
thoroughly review Notes I and 2 under the heading "Notes to Consolidated Financial Statements"
beginning on page 12 of this annual report.

In January 1977, Cerro-Marmon acquired all of the outstanding shares of Hammond
Corporation. Hammond produces electric organs as well as a line of work and dress gloves. To
accomplish this acquisition, GL Corporation contributed 1,648,984 shares of Hammond common
stock which it acquired prior to May 1974 at a cost of $15,933,000. The balance of Hammond's
outstanding capital stock was acquired in a cash merger at a cost of $17,611,000 and Hammond
became a wholly-owned subsidiary of Cerro-Marmon.

During 1976, Cerro-Marmon divested itself of a number of operations in line with present
management's philosophy of building Cerro-Marmon primarily on its base in metal manufacturing
and coal mining. Investments sold were the Zidani Asbestos Mine Project in Greece, the Cerro Spar
joint venture mining properties in Kentucky and Tennessee and Northwest Iron Co., Ltd. in
Australia.

In 1976 a decision was made to sell the ICX trucking operation. Negotiations have been
concluded to sell ICX to a newly created corporation owned by certain ICX salaried employees.
Cerro-Marmon will own a 19% interest in the new corporation.

Early in 1977, the debt of Leadership Housing was restructured and certain agreements were
modified. As a result, Leadership has become a viable entity that Cerro-Marmon can support
financially during the period required for an orderly disposition of certain land inventories and
continued operation of the balance.

Home office functions were consolidated in the move of the Cerro office from New York to
Chicago. Total home office expenses were reduced from $4,900,000 in 1975 to $3,000,000 in 1976.
This is in accordance with our philosophy of operating with minimum home office overhead and
expenses.

We feel that through divestitures, realignments and reorganizations, Cerro-Marmon is now a
simpler, more manageable organization which should continue to grow and prosper in the coming
year.

- continued -
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We would be remiss if we did not take advantage of this opportunity to comment on the high
quality of personnel we have found at the various Cerro operating units. We want to thank them
and the Mormon people for bearing with us during the difficult times which, it is hoped, are now
behind us.

Jay A. Prltzker
Chairman of the Board

Robert A
President

ritzker
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GENERAL INFORMATION

Stock Information

Cerro-Marmon's $2.25 Cumulative Series A Preferred Stock was listed for trading on the
American Stock Exchange on February 24, 1976. Sales prices on the American Stock Exchange and
dividends paid since February 24, 1976 are as follows:

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter

Sales prices:
High $20.38 $21.50 $22.25 $23.63
Low 18.88 19.25 20.00 21.50

Dividends $.2227 $.5625 $.5625 $.5625

Stock transfer agent

Irving Trust Company
One Wall Street

New York, New York 10015
(212)487-5742

Registrar of stock

Bankers Trust Company
P.O. Box 318

Church Street Station, New York 10015

Auditors

Arthur Young & Company
One IBM Plaza

Chicago, Illinois 60611

Annual shareholders1 meeting

The annual meeting of Cerro-Marmon Corporation will be held at 10:30 a.m. on June 3, 1977
at the Water Tower Hyatt House, 800 N. Michigan Avenue, Chicago, Illinois

Room Promenade A.

Form 10-K

A copy of the annual report to the Securities and Exchange Commission on Form 10-K may be
obtained from the company at no expense to the shareholder. Direct your request to:

Mr. Thomas L. Seifert, Secretary
Cerro-Marmon Corporation

39 South LaSalle Street
Chicago, Illinois 60603
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BUSINESS DESCRIPTION

Cerro-Mormon Corporation (Cerro-Marmon) was incorporated in Delaware on November 25,
1975 and was inactive until February 24, 1976. On that date, Cerro Corporation (Cerro) merged
into Cerro-Marmon pursuant to a Plan of Merger and an Exchange Agreement, each dated January
15, 1976. Pursuant thereto, GL Corporation (GL), a Delaware corporation, exchanged all of the
outstanding shares of capital stock of The Mormon Group, Inc. (Michigan) (Mormon) for five million
newly issued common shares of Cerro-Marmon.

The former Cerro operations ore engaged in the United States in the manufacture and sale
of refined copper, copper and brass mill products, electric wire and cable and valves, fittings,
regulators and other control equipment for pressurized gases; coal mining; the holding of real
estate for sale or development; and common carrier motor freight operations which are to be sold.
A wholly-owned subsidiary conducts world wide trading activities in nonferrous refined metals,
concentrates and ores including copper, lead, zinc, silver and companion metals. Cerro-Marmon
also has a 21.02% interest in Southern Peru Copper Corporation, a company which operates large
copper mines in Peru, and various interests in several relatively small mining and manufacturing
companies in Peru.

Mormon is a wholly-owned subsidiary of Cerro-Marmon. Mormon was organized on August
26, 1969, and is the successor through merger to a corporation which was organized in 1904.
Mormon is engaged, directly and through several subsidiaries, in the distribution of steel pipe and
tubing and the manufacture and fabrication of copper and aluminum tubing; the manufacture of
products for use principally in the automotive industry; the design and manufacture of equipment
used in the mining industry; the manufacture of building products and equipment; and the
manufacture of specialized equipment for use principally in the agricultural industry.

Reference is made to the lines of business and pro forma lines of business data which
appears on pages 34, 35, 36 and 37 of this report and to Management's Discussion and Analysis of
Results of Operations appearing on pages 38 and 39 for more information on the combined results
of operations of Cerro-Marmon.
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors ond Shareholders
Cerro-Marmon Corporation

We have examined the consolidated balance sheets of Cerro-Marmon Corporation (Note I) at

December 31, 1976 and 1975 and the related consolidated statements of income, shareholders'

equity and changes in financial position for the years then ended. Our examinations were made in

accordance with generally accepted auditing standards, and accordingly included such tests of the

accounting records and such other auditing procedures as we considered necessary in the

circumstances. We have received the reports of other independent accountants on their

examinations of the 1976 consolidated financial statements of the trucking subsidiary (Note 8) and

the major real estate subsidiary (Leadership) (Note 9). Our opinion expressed herein on the 1976

consolidated financial statements of Cerro-Marmon, insofar as it relates to amounts included in

such consolidated financial statements that were derived from the 1976 consolidated financial

statements of the trucking subsidiary and Leadership, is based solely on the reports of the other

independent accountants.

The report of other independent accountants referred to above on the 1976 consolidated

financial statements of Leadership and our report dated April 9, 1976 on the 1975 consolidated

financial statements of The Mormon Group, Inc. (Michigan) (the accounting predecessor of Cerro-

Marmon) were qualified as to the effects of such adjustments, if any, as might have been required

had the outcome of certain specified uncertainties relating to the real estate operations been

known. As discussed in Note 3, the partial resolution of these uncertainties in 1976 did not have a

material effect upon the accompanying consolidated financial statements of Cerro-Marmon at

December 31, 1976 and 1975 and for the years then ended and the resolution of the remaining

uncertainties relating to the real estate operations will not have a material effect on such financial

statements. Accordingly, our present opinion on the 1975 financial statements, as presented

herein, is different from that expressed in our previous report.

As discussed in Note 3 to the consolidated financial statements, the allocation of purchase

cost reflected in the consolidated balance sheet at December 31, 1976 and the effects thereof

reflected in the consolidated statements of income for 1976 and 1975 are subject to retroactive

revision to reflect (I) the realization of income tax benefits from prior year losses of Cerro and (2)

the outcome of certain specific matters discussed in Note 3 relating to Leadership and the prior

year federal income tax position of Cerro. The effect of such retroactive revisions, if any, cannot

be determined at this time. However, as discussed in Note 3 to the consolidated financial

statements, any retroactive revisions required will not have a material effect on the 1975

consolidated financial statements or on consolidated working capital and shareholders' equity at
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December 31, 1976, nor will the effects of any such adjustments exceed 10% of reported

consolidated net income for 1976.

In our opinion, based on our examinations and the reports of other independent accountants

referred to in the first paragraph above, and subject to the effects on the 1976 consolidated

financial statements of such retroactive revisions, if any, as may be required to reflect the

outcome of the matters referred to in the preceding paragraph, the statements described in the

first paragraph above present fairly the consolidated financial position of Cerro-Marmon

Corporation at December 31, 1976 and 1975 and the consolidated results of operations and changes

in financial position for the years then ended, in conformity with generally accepted accounting

principles applied on a consistent basis.

ARTHUR YOUNG & COMPANY

Chicago, Illinois

April 22, 1977
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CERRO-MARMON CORPORATION

CONSOLIDATED STATEMENT OF INCOME

(In thousands of dollars)

Years ended
December 31,

1975

Revenues:
Net sales
Miscellaneous - net (Note 10)

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income before amounts shown below
Income taxes (Note 15)
Income before equity in net income

of Cerro Corporation and discontinued
business

Equity in net income from continuing
operations of Cerro Corporation
(Note 7)

Income from continuing operations
Income of discontinued business less

income taxes (Note 8)
Net income
Net income applicable to preferred stock

(Note 17)
Net income applicable to common stock

(Notes 1, 2 and 3)

$828,218 $275,536
10,927 1,572

839,145 277,108

703,515 217,790
58,455 26,580
11,342 8,024

773,312 252,394

65,833 24,714

28,050 12,855

37,783 11,859

1,436 10,384

39,219 22,243

3,540 2,460

42,759 24,703

. (9,009)

$ 33,750 $ 24,703

See Notes to Consolidated Financial Statements.
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CERRO-MARMON CORPORATION

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

(In thousands of dollars)

Years ended
December 31,

Sources of working capital:
Income from continuing operations
Charges (credits) not involving working
capital -

Provision in lieu of income taxes
Depreciation, depletion and amortization
Equity in undistributed net income from
continuing operations of Cerro
Corporation

Other - net
Total from continuing operations

Income of discontinued business - net
Charge (credits) not involving working capital

Provision in lieu of income taxes
Equity in undistributed net income
of discontinued business

Total from discontinued operations
Total from operations
Merger of Cerro Corporation

at February 24, 1976 -
Preferred stock issued and
issuable $ 88,375

Harmon's basis in 45.33% of Cerro 80,028
Long-term obligations assumed 84,104
Other - net 18,248

270,753

1976

Less cost assigned to non-current
assets:
Trucking subsidiary
Real estate subsidiaries
Notes due from Chile
Property, plant and
equipment - net

Other non-current assets

14,444
14,944
15,087

59,438
4,507

108,420

1975

$ 39,219 $ 22,243

6,030
9,460

(786)
2,276

Total from merger of Cerro
Corporation

Reduction in long-term portion of notes due
from Chile

Long-term borrowings
Sale of investments
Disposition of property, plant and

equipment

Total

56719?
3,540

1,367

(2,886)
2,021

58,220

65
5,386

(6,271)
739

22,162

2,460

(2 ,460)

22,162

162,335

12,669
8,160
1,369

3,764

246,517

1,900

1,771

25,833

10
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Disposition of working capital:
Investment in Southern Peru Copper Corporation
Additional investment in and advances to real
estate subsidiaries - net

Purchase of property, plant and equipment
Reduction in long-term obligations
Preferred dividends paid
Other - net

Total

Increase in working capital

5,450

5,091
17,657
76,513
8,136
966

113,813

7,245
5,106

(410)
Tl,941

$132,704 $ 13,892

Changes in Elements of Working Capital

Increase (decrease) in current assets:
Cash, deposits and marketable securities $ 72,676 $ 1,657
Receivables 74,830 979
Inventories 151,339 (4,317)
Other current assets 5,371 (237)

304,216 (1,918)

(Increase) decrease in current liabilities:
Notes payable to banks (37,480) 8,000
Notes payable to affiliates (3,000)
Long-term obligations due within one year (6,914) (3,189)
Accounts payable (81,515) 9,974
Income taxes (19,683) 519
Accrued liabilities (22,920) 506

Increase in working capital

See Notes to Consolidated Financial Statements.
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CERRO-MARMON CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1976 ond 1975

(Tobulor amounts ore in thousands of dollars, except as noted)

1. Organization and Basis of the Financial Statements

Cerro-Marmon Corporation (Cerro-Marmon), incorporated on November 25, 1975, was
inactive until February 24, 1976. On that date (I) Cerro-Marmon issued 5 million common shares
to GL Corporation (GL) for all of the outstanding common shares of The Mormon Group, Inc.
(Michigan) (Mormon), in a transaction accounted for as if it was a pooling of interests, (2) Cerro-
Marmon became obligated to issue preferred stock to holders of Cerro Corporation (Cerro) common
stock, other than Mormon, on a share-for-share basis and (3) Cerro was merged into Cerro-Marmon
in a transaction accounted for as a purchase. Cerro common stock owned by Mormon, representing
45.33% of the Cerro common stock outstanding, was cancelled. As a result of the above described
transactions, GL owns 100% of the outstanding Cerro-Marmon common stock, which represents
approximately 82% of the total voting interest in Cerro-Marmon, and Mormon is a wholly-owned
subsidiary of Cerro-Marmon.

The consolidated financial statements for periods prior to February 25, 1976 consist of the
consolidated financial statements of Mormon (Cerro-Marmon's accounting predecessor company)
and all subsidiaries, with Mormon's 45.33% interest in Cerro accounted for on an equity basis.
Commencing February 25, 1976, the consolidated financial statements consist of the financial
statements of Cerro-Marmon ond all significant subsidiaries except the real estate subsidiaries
(Notes 2 and 9) anJ the trucking subsidiary which is to be sold (Note 8).

2. Acquisition of Cerro

Effective August I, 1974, Mormon acquired 3,586,297 common shares of Cerro, a 45.33%
equity interest, at a total cost of $67,846,000. Of the shares acquired, 813,100 shares were
acquired from GL at GL's cost of $14,031,000 and the remaining shares were acquired pursuant to a
cash tender offer. The snares acquired from GL were purchased by GL principally in the period
February-May 1974.

On February 24, 1976, Cerro was merged into Cerro-Marmon (Note I). Pursuant thereto,
the former common shareholders of Cerro, other than Mormon, became entitled to receive one
share of Cerro-Marmon $2.25 Cumulative Series A Preferred Stock (Note 17) for each share of
Cerro common stock. Accordingly, the holders of a total of 4,324,970 common shares of Cerro
were entitled to receive a like number of preferred shares. Of this number of shares, shareholders
owning 65,913 shares have received or will receive cash for their shares. The preferred shares were
valued by the Board of Directors of Cerro-Marmon at $20.75 per share, based on the estimated fair
value of the preferred stock determined when the exchange ratio was approved by the Board of
Directors of Cerro. A value of $19 per share has been assigned to the Cerro shares to be acquired
for cash (Notes 16 and 17).

The above described transactions have been accounted for as a purchase of Cerro by Cerro-
Marmon. Accordingly, the net assets of the businesses formerly conducted by Cerro are included in
the consolidated balance sheet of Cerro-Marmon at amounts determined after giving effect to an
allocation of Cerro-Marmon's purchase cost to such net assets.

The amount at which Cerro's net assets at February 24, 1976 were included in the Cerro-
Marmon balance sheet at that date was determined as follows:

001 127
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Applicable to 45.33% interest -

Cost to Mormon
Equity in Cerro's undistributed net income

Mormon's basis in 45.33% of Cerro at
February 24, 1976

Applicable to 54.67% interest -

Value of preferred stock issuable
Cerro common stock to be acquired for cash
Acquisition costs

Cerro-Marmon's cost of 54.67% of Cerro

Proposed litigation settlement cost to be paid by GL (Note 16)

Cerro-Marmon's basis in net assets of Cerro at February 24, 1976

$ 67,846
12.182

$ 80,028

88,375
1,253
2.295

91,923

2.336

$174.287

Summarized information follows as to Cerro's net assets at December 31, 1975 and
February 24, 1976 (unaudited) and the amounts at which Cerro's net assets at February 24, 1976
were included in the Cerro-Marmon balance sheet at that date after making the purchase cost
allocations discussed below.

Cerro-Marmon
Cerro At At

February 24,
1976

December 31,
1975

February 24,
1976

Current assets
Current liabilities

Working capital
Trucking subsidiary
Real estate subsidiaries
Notes due from Chile
Future income tax benefit
Investments and other assets
Property, plant and equipment
Intangibles

Less:
Long-term obligations
Deferred credit from acquisition
Other non-current amounts

Net assets

(In millions of dollars;
$301.9 $308.3

141.3 142.4

160.6
28.1
34.7
13.2
41.4
16.7

136.3
5.0

436.0

89.3

5.5

$341.2

165.9
28.9
34.6
12.0
37.8
16.1

135.4
4.9

435.6

86.3

7.5

$341.8

$308.3
142.4

165.9
14.4
14.9
15.1

2.8
59.4

US.
274.3

84.1
4.1

11.8

$174.3

The allocations of purchase cost to Cerro's net assets were made as of August I, 1974 as to
the 45.33% interest in Cerro acquired as of that date and as of February 24, 1976 as to the 54.67%
interest in Cerro acquired as of that date. The initial tentative allocations of purchase cost, as
reported in the Cerro-Marmon report to shareholders for the first quarter of 1976, have been
revised to reflect additional information obtained subsequently, including the substantial resolution
of various uncertainties relating to the real estate operations and the amount of proceeds received
or to be received from the dispositions of certain assets and operations. The effect of the purchase
cost allocations was to significantly reduce the amounts at which Cerro's net assets are included in
the Cerro-Marmon consolidated balance sheet from amounts previously reflected in Cerro's
historical consolidated balance sheet. Reductions were made principally to investments (including
the investment in the real estate subsidiaries), property, plant and equipment, intangible assets and
the asset included in the Cerro balance sheet for future income tax benefit. The purchase cost
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allocation shown above and the effects thereof on results of operations discussed below are subject
to retroactive revision to reflect the resolution of certain specific matters as discussed in Note 3.

The purchase cost allocations had the effect of significantly increasing the amount
reflected by Mormon as its equity in the net income of Cerro prior to February 25, 1976 and the net
income of Cerro-Marmon subsequent thereto. This effect results principally from (I) reductions in
depreciation, depletion and amortization of property, plant and equipment and intangible assets, (2)
larger gains or lesser losses from dispositions of assets and (3) elimination of net losses from the
real estate operations for periods through December 31, 1976, as discussed in the following
paragraph.

For purposes of determining Mormon's equity in> Cerro's net income prior to February 25,
1976 and Cerro-Marmon's results of operations from February 25 to December 31, 1976, the net
losses of the nonconsolidated real estate subsidiaries were charged to a reserve established
therefore in connection with the purchase cost allocations because significant uncertainties
precluded an allocation of purchase cost to the net assets of these subsidiaries at the dates of
purchase. As discussed more fully in Note 9, various of the uncertainties as to the real estate
operations were substantially resolved as of December 31, 1976 and a purchase cost allocation was
made; therefore, the results of operations of the real estate subsidiaries will be reflected in
consolidated net income beginning January I, 1977.

Had the merger of Cerro into Cerro-Marmon been consummated on January I, 1975, the
pro forma revenue and net income for 1976 and 1975 would have been as follows:

1976 1975
(Unaudited)

Revenues $921,323 $767,331

Income from continuing operations $ 41,624 $ 35,170
Income from discontinued business 3,586 3,428

Net income

The above pro forma amounts consist of the historical amounts applicable to Mormon and
Cerro for the year 1975 and the period January I, 1976 to February 24, 1976, all adjusted on a pro
forma basis to give effect to the adjustments resulting from the merger of Cerro into Cerro-
Marmon, and the reported amounts applicable to Cerro-Marmon for the period subsequent to the
merger date, both adjusted to reflect the discontinuance of trucking operations. As noted above,
no amounts are included for the real estate subsidiaries. See Note 19 for data as to the acquisition
of Hammond Corporation in January 1977.

3. Uncertainties

Significant uncertainties relating to the former Cerro operations existed at December 31,
1975 and February 24, 1976. Such uncertainties related principally to the real estate operations
(Leadership) and, as a result thereof, to the realizable value of Cerro's asset "Future income tax
benefit". As discussed in Note 9, various of the uncertainties relating to the real estate operations
have been substantially resolved, with the major remaining uncertainty relating to the ultimate
liability that may result from a guarantee by Leadership of debt of a joint venture in which
Leadership participates. Such resolution had no material effect on the consolidated financial
statements of Cerro-Marmon and the resolution of the remaining uncertainties will have no
material effect on such financial statements. Further, no purchase cost was allocated to Cerro's
asset, "Future income tax benefit", which is being accounted for as realized as discussed in the
following paragraph.
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Income tax matters, including matters relating to Cerro's prior year federal income tax
position, are discussed in Note 15. On the basis of presently known information, management of
Cerro-Marmon does not anticipate any significant change in the prior year federal income tax
position of Cerro from that reflected on Cerro's income tax returns other than as provided for.
Further, Cerro-Marmon's management anticipates that the amount of future income tax benefit
available from Cerro's prior year losses will be ultimately realized. However, because of the
complexities of the matters and because no member of Cerro-Marmon's management was a part of
Cerro management prior to 1975, Cerro-Marmon will continue to include all income tax benefits
realized from prior year losses of Cerro in the "Deferred credit from acquisition" in the Cerro-
Marmon consolidated balance sheet (rather than being partially applied to reduce the purchase cost
allocated to Cerro's former property, plant and equipment) and to reflect no amortization of the
deferred credit in income until the matters referred to above, including the matter relating to
Leadership, are resolved. The effect thereof on the 1976 consolidated financial statements was not
material. Upon resolution, the purchase cost allocated to Cerro's net assets will be retroactively
revised to reflect any adjustments resulting from (I) the realization of income tax benefits from
prior year losses of Cerro and (2) the outcome of the matters discussed above relating to
Leadership and the prior year federal income tax position of Cerro. Further, provisions for
depreciation and depletion will be retroactively adjusted to reflect the effects of any revision of
purchase cost allocated to property, plant and equipment and amortization of any deferred credit
will be retroactively included in income. Any retroactive adjustments required will not have a
material effect on the 1975 consolidated financial statements or consolidated working capital and
shareholders' equity at December 31, 1976, nor will the effects of any such adjustments exceed 10%
of reported consolidated net income for 1976.

4. Summary of Accounting Policies

The significant accounting policies of Cerro-Marmon are as follows:

(A) Consolidation policy

The consolidated financial statements include the accounts of all significant subsidiaries
except the real estate subsidiaries (Notes 2 and 9) and the trucking subsidiary to be sold
(Note 8). See Note I for the basis of the consolidated financial statements. All significant
intercompany balances and transactions have been eliminated.

(B) Inventories

Inventories, other than metal trading inventories, are valued at the lower of cost or
market. The cost of inventories comprising 22% and 82% of consolidated inventories in 1976
and 1975, respectively, is determined under the last-in, first-out (LIFO) method. Cost of the
remaining inventories, other than metal trading inventories, represents current cost
(standard, average or first-in, first-out).

Metal trading inventories and open positions (outstanding futures contracts, unfulfilled
physical purchase and sale commitments and related foreign currency commitments) are
valued at market and the resultant gain or loss is reflected in results of operations.

(C) Investments

Investments in marketable securities are carried at the lower of cost or market.

The investment in the real estate subsidiaries is carried at cost to Cerro-Marmon, which
will be adjusted beginning January I, 1977 for Cerro-Marmon's equity in the subsidiaries' net
income or loss (Notes 2 and 9).

The investment in the trucking subsidiary, which is to be sold, is carried at Cerro-
Marmon's cost, adjusted for Cerro-Marmon's equity in the subsidiary's undistributed net
income subsequent to dates of acquisition (Note 8).
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The investment in Cerro was accounted for by Mormon on the equity method through
February 2k, 1976. Mormon's equity in Cerro's reported net income was adjusted to reflect
the effects of the differences between Mormon's cost and its equity in the net assets of Cerro
at August I, 1974, the date of acquisition by Mormon of its 45.33% interest in Cerro.

Other investments, including investments in affiliated companies, principally Southern
Peru Cooper Corporation (SPCC) (Note 10), a 21.02% owned affiliate, are carred at cost or
less. Income is recognized only upon receipt of dividends. The cost method is used for the
investment in SPCC because it is domiciled in a country with significant foreign exchange
restrictions. The other affiliates are not significant.

(D) Property, Plant and Equipment

Property, plant and equipment are recorded at cost to Cerro-Marmon, less accumulated
depreciation and depletion. Gain or loss on sales or retirements is included in earnings.
Maintenance and repairs are expensed; renewals and betterments are capitalized.
Depreciation is based on the estimated service lives of the assets using primarily accelerated
methods. Depletion of mining properties is based on the units-of-production method.

(E) Income Taxes

Deferred taxes are provided to account for the differences for accounting and tax
purposes in the timing of the recognition of certain income and expense items. These
differences consist principally of allowances for losses and accrued expenses not yet
deductible for income tax purposes, gains from certain metal trading activities not yet
taxable and, in 1975, the equity in the undistributed net income of Cerro as to which deferred
income taxes were provided on the basis that the undistributed earnings would be received as
a dividend and subject to the statutory dividend exclusion.

jnvestment tax credits are accounted for as reductions of the current prevision for U.S.
income taxes as such credits are earned.

(F) Retirement Plans

Pension costs, actuarially determined and generally funded as accrued, consist of current
service costs, interest on unfunded past service liabilities and amortization of prior service
costs over periods not exceeding 40 years. Profit sharing plan costs are recorded in amounts
approved by the Board of Directors as contributions to the profit sharing plan trusts.

5. Notes Due from Chile

In connection with the 1971 expropriation of a Chilean mining company formerly 70%
owned by Cerro, the Government of Chile issued 9.165% Series A and B Notes, payable
$2,700,000 semi-annually including interest, which are exempt from Chilean taxes and
guaranteed by the Central Bank of Chile. An agency of the United States government has
guaranteed the payment of a portion of the principal amount of the Series B Notes and the
interest thereon ($3,100,000 as of December 31, 1976).

The principal amount of notes outstanding at December 31, 1976 of $10,400,000 exceeds
Cerro-Marmon's carrying value by $1,900,000. This amount is being reflected in earnings over
the remaining scheduled collection period (to March I, 1979).
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6. Inventories

December 31,
" T57T1976

Metal trading inventories
Coal inventories and supplies
Manufacturing inventories and supplies

$ 63,326
9,424

129.370 $ 50.781

$202.120 $ 50.781

Inventories valued under the LIFO method were approximately $27,200,000 less than the
current costs of such inventories at December 31, 1976 ($25,300,000 at December 31, 1975).
Reductions in the levels of certain inventories carried at LIFO costs, which were less than current
costs, increased net income by approximately $600,000 in 1976 ($1,000,000 in 1975). The
classification of manufacturing inventories by stage of production is not available from the
accounting records.

Cerro-Marmon entered into certain arrangements for the future delivery of copper in Dec-
ember 1976 and approximately $50,000,000 was received as advance payments on these sales. For
financial statement purposes, these advanced copper sales are not reflected as sales until the
copper is delivered and Cerro-Marmon's obligation is satisfied. The cash received as advance
payments was temporarily invested and is included in "Time and certificates of deposit" in the
consolidated balance sheet and the liability for the cost of the copper to be delivered is included in
"Accounts payable". See Note 15 for the income tax treatment of these advance payments.

7. Investment in Cerro Corporation

Effective August I, 1974, Mormon acquired 3,586,297 common shares of Cerro, representing
45.33% of the outstanding common shares of Cerro at that date, for a total cost of $67,846,000.
The Cerro stock held by Mormon was cancelled on February 24, 1976 in connection with the merger
of Cerro into Cerro-Marmon (Note I).

Summarized information as to Cerro's net assets at December 31, 1975 and February 24, 1976
is presented in Note 2. Mormon's equity in the net income of Cerro for the year ended December
31, 1975 and the period January I to February 24, 1976 was determined as follows:

Period Jan. I Year ended
to Feb. 24. 1976 Dec. 31. 1975

Mormon's equity (45.33%) in the reported net
income (loss) of Cerro $ 921 $ (1,092)

Adjustments to reflect the effects of the allocation
of Mormon's purchase cost of the Cerro stock to
Mormon's proportionate interest in Cerro's
net assets at August I, 1974 as discussed in
Note 2:

Reduction in depreciation and amortization
of Cerro's property, plant and equipment
and intangible assets 652 4,212

Elimination of the net loss from real estate
operations 353 9,604

Other - net (144) 310
Mormon's equity in Cerro's net income, as

adjusted $ 1.782 $ 13.034
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Mormon's equity in Cerro's net income is
presented in the consolidated statement
of income as follows:

Continuing operations
Discontinued business

Dividends received from Cerro

$ !,<»36
346

$ 650

$ 10,384
2.650

As discussed in Note 2, the net losses from the real estate operations were eliminated from
Mormon's equity in the net income of Cerro by charges to a reserve established therefore in
connection with the purchase cost allocation. The method used to determine the amounts charged
to such reserve by Mormon prior to February 25, 1976 differed from the method used by Cerro-
Marmon subsequent thereto but the result determined by Mormon was substantially identical to the
result obtained by use of the Cerro-Marmon method.

Revenues of Cerro, after restatement for the discontinued trucking business and the real
estate subsidiaries, were $489,772,000 in 1975 and $82,J51,000 in the period January I to
February 24, 1976.

8. Investment in Trucking Subsidiary

Cerro-Marmon intends to sell its majority-owned trucking subsidiary, ICX Industries, Inc., to
ICX Corporation, o corporation formed by certain employees of the trucking subsidiary, for
approximately $22,600,000 in cash, a subordinated note of approximately $5,500,000 (subject to
changes in net asset value of the subsidiary to date of sale), which bears interest at prime plus 4h%
per annum, and a 19.8% equity interest in ICX Corporation. Such sale is expected to be completed
in June 1977. Accordingly, the trucking subsidiary is reflected in the financial statements as a
discontinued business. The gain to be realized on the sale, before income taxes, is estimated at
approximately $5 million based on the cash proceeds to be received. The gain represented by the
notes and stock will be reflected as amounts are realized in cash.

Net assets applicable to the discontinued trucking operations, after giving effect to Cerro-
Marmon's purchase cost allocations, at December 31, 1976 follow:

Current assets
Current liabilities

$ 8,078
7,535

Net current assets 543

Property and equipment - net 13,743
Operating rights and other assets 6,183
Non-current obligations (3,460)

Net assets

The amounts shown in the consolidated statement of income as income of discontinued
business for periods prior to February 25, 1976 consist of Mormon's 45.33% equity in the net income
of Cerro's trucking subsidiary, less Mormon's income taxes relating thereto, and for the period
February 25 to December 31, 1976 consists of the adjusted income of the trucking subsidiary, less
related income taxes (Note 15).

For the period February 24, 1976 through December 31, 1976, ICX Industries, Inc. reported
revenues of $71,126,000.
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9. Investment in Reol Estate Subsidiaries

The nonconsolidated real estate subsidiaries consist of Leadership Housing, Inc. (Leadership)
and The Housing Group, Inc. (Housing Group) and their subsidiaries. Housing Group was formed
during 1976 by the transfer of certain assets from Leadership. Amounts relating to the real estate
subsidiaries at December 31, 1976 consist of the following:

Advances
Investment

Total

$ 19,493
542

$ 20.035

The above amounts represent the results of the allocation of the purchase cost of Cerro to
the real estate subsidiaries. The amount shown as investment is equal to the stockholder's equity
shown in the subsidiaries' balance sheets as of December 31, 1976, reduced to reflect the effects of
the purchase cost allocation to the net assets of these subsidiaries.

No amounts have been included in the consolidated results of operations applicable to the real
estate subsidiaries as the loss incurred by these subsidiaries was charged to a reserve established
for such purpose by the initial purchase cost allocations. This reserve was established because
various uncertainties relating to the real estate operations precluded an allocation of purchase cost
to the real estate assets at the dates of acquisition of Cerro. Certain of these uncertainties were
substantially resolved by the modification of certain agreements and restructuring of debt
obligations concluded in February 1977, the reductions in inventories and the restructuring of the
activities of the real estate subsidiaries, and the general improvement in the market in the various
areas in which the real estate operations are conducted. Uncertainties remaining are discussed
elsewhere in this note. The most significant remaining uncertainty relates to the guarantee of debt
of a joint venture in which Leadership is a participant (See B in this Note). The above described
events permitted a quasi-reorganization of Leadership as of December 31, 1976 at which date its
assets were revalued to reflect their fair market values. These revised asset values were used as
the basis for finalizing the purchase cost allocation to the real estate assets and to Cerro-Marmon's
investment in the real estate subsidiaries. Commencing January I, 1977, Cerro-Marmon will
reflect its equity in the net income or loss of the real estate subsidiaries in the consolidated
financial statements.

For the year ended December 31, 1976, the real estate subsidiaries reported a loss before
income taxes of $18,336,000 on sales of $56,836,000. This loss, which is based on the historical
financial statements of the real estate subsidiaries before giving any effect to purchase cost
allocations, was charged to the reserve established therefore as discussed above.

A condensed pro forma combined balance sheet of the real estate subsidiaries at
December 31, 1976, after giving effect to the above-mentioned quasi-reorganization of Leadership,
modification of certain agreements and restructuring of debt obligations completed in 1977, and
after reflecting the purchase cost adjustments to the real estate subsidiaries' net assets, follows:
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Real Estate Subsidiaries
Condensed Pro Forma Combined Balance Sheet

December 31, 1976

ASSETS:
Cash $ 4,413
Receivables 8,329
I nventor ies (A) 71,806
Investment in joint ventures (B) 1,530
Property and equipment - net 2,204
Other assets (C) 4.249

92,531
LESS:

Notes payable (D) $ 54,250
Accounts payable and accrued

liabilities 18.246

72.496

Cerro-Marmon's equity and advances $ 20,035

(A) Inventories

Inventories are carried at the lower of cost or estimated net realizable value, which
amount approximates fair market values at December 31, 1976. The estimated net realizable
values have been determined based on dispositions in the normal course of business under
existing and anticipated market conditions.

The inventories at December 31, 1976 consist of:

Land and land improvement costs $ 53,460
Developments completed or in progress 18,346

$ 71.806

(B) Investment in Joint Ventures

The investment at December 31, 1976 consists of:

Notes receivable $ 4,247
Notes payable (2,722)
Equity 4,480
Reduction for effect of reduced income tax basis (4,475)

$ U530
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The equity investment shown above represents the estimated fair value of Leadership's equity
in the underlying net assets of the joint ventures. These net assets are summarized as follows:

Receivables
Inventories
Other assets

Notes and mortgages payable
Other liabilities

$ 72,623
6.600

$ 12,855
84,761

3.905

101,521

79,223

Equity -
Leadership
Venture partners

4,480
17.818

Leadership participates in four joint ventures. Two of these joint ventures are with certain
Pritzker Trusts (the Pritzker family, through trusts and other entities own all of the outstanding
capital stock of GL Corporation, Cerro-Marmon's parent) each of which provides for Leadership's
participation in 50% of the profits and losses. These two ventures hold unimproved property and
have not made any sales. While Leadership has no investment in these particular ventures, it is
contingently liable to lenders for approximately $19,200,000 of notes payable by the joint ventures.
Leadership, however, would have recourse to the joint ventures. At December 31, 1976,
approximately $18,200,000 of such debt of one of the joint ventures was in default and actions for
foreclosures had been filed by certain noteholders. The ultimate exposure to Leadership of these
contingencies cannot be determined and no provision has been included in the financial statements
as of December 31, 1976.

(C) Other Assets

Other assets include $2,255,000 due from The Communities Group, Inc. of Broward
County (Communities), a subsidiary of GL. During 1976, Leadership sold to Communities
approximately $2,243,000 of land at book value subject to existing indebtedness of
approximately $333,000.

(D) Notes Payable

Notes payable at December 31, 1976, after giving effect to a February 22, 1977 exchange
of assets by Leadership for the cancellation of a bank loan agreement, are as follows:

Financial institutions -
Unsecured, non-interest bearing, due $3,000,000
annually $ 9,510

Secured, interest from 8.75% to prime plus 4%,
due in installments 7,690

Other, substantially all secured,
discounted to provide effective interest
rates of 8% to 10%, due in installments 37,050
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The unsecured note, which has a face value of $12,000,000 and has been discounted to
reflect a 10% interest rate, is guaranteed by Cerro-Marmon.

A Master Loan Agreement with a bank imposes certain restrictions on Housing Group,
including restrictions on the payment of dividends and redemption of stock.

(E) Other Matters

In connection with a 1972 sale of land to the Pritzker Trusts, Leadership was required to
repurchase certain portions of such land and had an option to purchase another portion. The
repurchase price was Leadership's sales price, the Trust's development and carrying costs and
a specific premium. In February 1977, Leadership and the Trusts agreed to cancel each
others' rights and obligations in connection with the repurchase and other related agreements.
Under terms of the cancellation agreement, a purchase money second mortgage held by
Leadership was modified with respect to payment terms, such that the ultimate collectibility
cannot be determined and, therefore, the mortgage note receivable of $2,980,000 has not
been reflected in the balance sheet of Leadership.

As a result of the formation of Housing Group and Communities, Leadership is no longer
involved in the construction and sale of single family houses, condominiums or multi-family
projects. Leadership's future activities will be limited principally to the sale of land
presently owned to Communities and other buyers.

The real estate subsidiaries are liable for obligations incurred in the normal course of
business for rentals, the completion of contracts relating to the construction of houses,
purchases of land, improvements of property sold and guarantees to purchasers of apartment
projects. In addition, real estate development is contingent on obtaining required approvals
and permits from various government agencies. Leadership is a defendant in lawsuits arising
in the normal course of business and is obligated under long-term leases for which provision
has been made for the possible loss from these and certain other claims and obligations.

10. Investments - Other

Other investments consist of:

December 31,
[ 9 7 6 T 9 7 S

Southern Peru Copper Corporation $ 5,450
Miscellaneous (principally foreign) 2.200 $ 1.569

$ 7.650

Southern Peru Copper Corporation (SPCC)

Although management believes the investment in SPCC has significant value, no portion of
Cerro-Marmon's purchase cost of Cerro was assigned to the investment in SPCC as an appropriate
basis for assigning such cost was not readily available. An allocation of a portion of the purchase
cost to the investment in SPCC would not have materially affected the consolidated financial
statements of Cerro-Marmon. The amount shown for the investment in SPCC represents amounts
invested in SPCC after February 24, 1976.

In late February 1976, Cerro-Marmon contributed $4,450,000 to the capital of SPCC, its then
proportionate share (22.25%) of a capital subscription aggregating $20,000,000. This capital
subscription was required by SPCCs lenders, prior to the lenders granting waivers under their
financing agreements with SPCC, so that SPCC could obtain additional credit to meet cost
overruns incurred in the development of its Cuajone mine. Because the projected costs of Cuajone
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exceeded available funds, including the above $20,000,000, SPCCs lenders required an additional
equity offering of $25,000,000. Cerro-Marmon contributed $1,000,000 under such offering, which
had the effect of reducing Cerro-Marmon's equity interest in SPCC to 21.02%.

SPCC has not paid dividends since 1972. SPCCs net income (loss) was $8,354,000 and
($9,597,000) for 1976 and 1975, respectively. Cerro-Marmon's equity in SPCCs net assets, as
reported by SPCC, was $62,478,000 at December 31, 1976.

Pursuant to Peruvian law, the mining community, made up of SPCCs employees, will acquire
increasing participation in the profits and ownership (eventually to 50%) of the mining enterprises
in which they are employed,

Investments Sold in 1976

During 1976, Cerro-Marmon sold (I) its investment in a 71.25% owned subsidiary in Greece
(Zidani Asbestos Mine Project), (2) the assets of Cerro Spar Corporation, a wholly-owned domestic
fluorspar mining company and (3) its 24% interest in Northwest Iron Co., Ltd. (Northwest). The
gain from these sales, less operating losses in 1976 to dates of sale, of $948,000 is included in
"Revenues - miscellaneous" in the consolidated statement of income.

Cerro-Marmon is contingently liable, together with the major stockholder of Northwest, to
advance sufficient funds to Northwest to maintain working capital, as defined, at $500,000 until
certain indebtedness ($10,879,000 outstanding at December 31, 1976) is repaid. In connection with
the sale by Cerro-Marmon of its interest in Northwest, the major stockholder of Northwest has
agreed to hold Cerro-Marmon harmless with respect to this working capital maintenance obligation.
Management does not expect Cerro-Marmon to be required to make any payments as a result of
this contingent obligation.

11. Property. Plant and Equipment

Property, plant and equipment are summarized below:

December 31,
F 9 7 6 1 9 7 5

Land $ 3,779 $ 2,064
Buildings and improvements 31,562 21,590
Machinery and equipment 64,158 34,027
Mining properties 20,264
Utility plant 6,198
Construction in progress 6,272 424

132,233 58,105
Less accumulated depreciation and depletion 32,141 21,884

$ 100.092 $ 36.221

12. Financing Obligations

(A) The following table summarizes long-term debt and lease purchase obligations:
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Notes to banks (a)

Notes to institutions (b)
Notes to corporations (c)
Notes to individuals (d)
Subordinated debentures (e)
Subordinated notes
Lease purchase obligations (f)
Other

Less current portion

Interest
Rote

Prime plus
fe% and I %
6%-6-3/8%

Due
December 31

5%
7%
12%

1977-1981

1977-1987
1977-1987
1977-1980
1977-1990
1977-1981
1977-1994
1977-1990

1976 1975

$ 68,000

(d)

(e)

$

1

27,636
35,000

7,446
3,756
3,863

21,485
10,053

109
I I

97

,239
,800

i43j?

17,307
979

86,286
4,886

(a) This debt of Mormon was prepaid in 1976 with funds obtained from a $25,000,000 cash
contribution by Cerro-Marmon and a $26,000,000 demand loan from Cerro-Marmon together
with Mormon's internally generated funds.

(b) Discounted to on effective interest rate of 9%.

(c) Secured by certain coal mining properties.

To be paid as cash is generated by certain coal mining operations, with payments estimated to
be made annually in approximately equal amounts. Discounted to an effective interest rate
of

Convertible into common stock of Cerro-Marmon's subsidiary (Golconda Corporation) at
$10.67 per share and redeemable at Golconda's option at prices slightly above par. The
amount shown has been discounted to an effective interest rate of 10%.

(f) Secured by certain property, plant and equipment.

Scheduled maturities of the long-term debt and lease-purchase obligations in the
calendar years 1978-1981 are $ 12,919,000 in 1978, $12,270,000 in 1979, $9,669,000 in 1980 and
$10,555,000 in 1981.

The various debt agreements impose certain restrictions on Cerro-Marmon and certain
subsidiaries (including Mormon), including restrictions on the payment of cash dividends and
the repurchase of capital stock. Pursuant to the most restrictive provisions of the agree-
ments, Cerro-Marmon could not pay dividends on or repurchase common stock at December
31, 1976. However, under the agreements there was approximately $60,000,000 available for
the payment of dividends on, and redemptions of, preferred stock at that date.

(B) Certain subsidiaries have a formal domestic credit line, expiring April 30, 1977, in the
amount of $12,500,000 and informal domestic and foreign credit lines in the amount of
$61,000,000. All significant credit lines provide for informal compensating balance
requirements, generally in an amount equal to 10% of the credit line or 10% of outstanding
borrowings thereunder. In one instance a credit line restricts dividend payments and stock
repurchases by a subsidiary. Compensating balance requirements are generally satisfied by
the normal time lag in presentation of checks for payment.

The daily weighted average short-term bank borrowings and the maximum amount of
aggregate short-term bank borrowings outstanding at any month end during 1976 were
$14,080,000 and $39,480,000, respectively. The weighted average interest rates at December
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31, 1976 and for the year then ended were 8.26% and 7.39%, respectively. Unused credit lines
at December 31, 1976 aggregated $34,020,000.

Notes payable to banks at December 31, 1976 were collateralized by a substantial portion
of metal trading inventories (Note 6).

13. Accrued Liabilities

Accrued liabilities consist of the following:

December 31.
iT75~1976

Compensation
Pension and profit sharing
Insurance
Taxes, other than income taxes
Interest
Other

$ 8,132 $ 3,256
5,337 2,252
5,310 1,633
3,996 674
1,571 963
9.185 1.833

$ 33.531 $ 10.611

14. Retirement Plans

Cerro-Marmon has several pension and profit sharing plans covering substantially all of its
employees.

The actuarially computed value of vested benefits under the pension plans exceeded, as of
December 31, 1976, the respective pension fund assets and related balance sheet accruals by
approximately $9,400,000. At that date unfunded past service costs totalled approximately
$18,500,000.

Retirement plan expense included in the consolidated statement of income is as follows:

1976 1975

Pension plans
Profit sharing plans

$ 4,782 $ 1,221
1.349 1.081

$ 6.131 $ 2.302
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15. Income Taxes

Cerro-Marmon will be included in the consolidated federal income tax return of GL. Prior to
February 25, 1976, Mormon was included in GL's consolidated federal income tax return. Pursuant
to a formal tax sharing agreement with GL, federal income taxes of Cerro-Marmon will be
determined, in general, as if the former Cerro affiliated tax group and the former Mormon
affiliated tax group each filed separate consolidated tax returns. Prior to February 25, 1976,
federal income taxes of Mormon were determined, in general, as if Mormon and its domestic
subsidiaries filed a separate consolidated federal income tax return. Federal income taxes so
determined are to be paid periodically to GL except that (I) the former Cerro affiliated tax group
shall not be required to make any tax sharing payments during any taxable period in which Cerro-
Marmon has not currently paid all prescribed dividends or made sinking fund payments on its Series
A preferred stock and (2) during all other taxable periods the former Cerro affiliated group shall
retain, without restriction, 50% of any tax sharing payments that would be due to any member of
the GL affiliated group. No income taxes are payable to GL by the former Cerro affiliated group
for 1976. As a member of the GL consolidated federal income tax group, Cerro-Marmon (and
Mormon prior to February 25, 1976) is contingently liable for the federal income taxes of the other
members of the group. GL has indemnified Cerro-Marmon (and Mormon) for any federal income
taxes attributable to other members of the group.

Federal income taxes accrued but not yet paid to GL and payments to GL in excess of
amounts accrued are included in "Income taxes" and as "Refundable income taxes", respectively, in
the consolidated balance sheet. Interest at 115% of the prime rate of a specified bank is paid or
received on differences between payments made and payments due. The amount shown as "Income
taxes" in the December 31, 1976 consolidated balance sheet includes $1,108,000 of deferred income
taxes.

Examinations by the Internal Revenue Service (Service) of Cerro's federal income tax returns
for the years 1965 through 1971 have been substantially completed and additional liabilities have
been proposed by the Service. The Service is in the initial stages of an examination of Cerro's
federal income tax returns for the years 1972 through 1974 and has not progressed sufficiently to
form any conclusions relating to matters reflected in such returns. Cerro's returns include the
effects of complex transactions among which is the 1974 expropriation of Cerro's subsidiary, Cerro
de Pasco (C de P), discussed below.

On January I, 1974, C de P was expropriated by the Peruvian government resulting in a loss
of $135,000,000 which was reflected in Cerro's federal income tax return for 1974. On January 22,
1974, the Service advised Cerro by a private ruling letter that it considered the 1974 C de P
expropriation loss to have resulted from a compulsory or involuntary conversion of the stock of C
de P and that the loss qualified as an ordinary loss which could be carried over and applied against
the Cerro affiliated group income for as long as ten years to the extent not utilized during the
taxable year in which it arose. By letter dated May 12, 1976, the Service advised Cerro-Marmon
that the January 22, 1974 ruling letter was being retroactively revoked with respect to the
conclusion that the loss was an involuntary conversion of the stock of C de P and held that the
transaction will be treated as an expropriation of assets. During the course of the current
examination of Cerro's federal income tax returns, the Service has insisted upon physically
examining the books and records of C de P in Peru in order to verify the basis of C de P's assets.
To date the Service has not received permission from the Government of Peru to conduct the
examination in Peru. Nevertheless, present management believes that the adjusted basis of C de
P's assets ultimately can be established.

Income to be reported for income tax purposes for 1976 includes approximately $50,000,000
from advanced payments received on copper sales. Certain prior returns of Cerro included amounts
from similar sales. For income tax purposes, but not for financial reporting purposes, such
payments are reported as sales in the year of receipt while the related cost of sales is reported at
the time of delivery, which as to the 1976 sole occurred in January 1977. Generally, to the extent
that the cost of copper sales reported at time of delivery is not offset by taxable income in the
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same year, a net operating loss will result which may (within certain limitations) be carried back
and then, to the extent unused by carryback, carried forward against income of future years.
Advance payment transactions, like other business transactions, are subject to examination by the
Service. These transactions and any future advance payment transactions could influence the
possibilities of ultimate realization of the future tax benefits available as well as the timing of
such realization.

On the basis of presently known information, Cerro-Marmon management, who were not part
of Cerro management in 1974 or prior years, believe (I) that adequate provision has been made for
additional liabilities that may be assessed for the years 1965 through 1971, (2) that no significant
change will be made in Cerro's federal income tax position for the periods subsequent to 1971 from
that reflected on Cerro's income tax returns for such periods, and (3) that the federal income tax
benefits available to Cerro-Marmon from prior losses of Cerro, which are in excess of $25,000,000
at December 31, 1976, will be realized. However, as a result of the uncertainties raised by the
retroactive revocation of the January 22, 1974 ruling letter, the present inability to obtain
permission from the Government of Peru for the Service to travel to Peru and the matters
discussed in Note 3, conservative accounting practice dictates that recognition of the income tax
benefits of the prior Cerro losses be deferred until all significant matters relating to Cerro's prior
year income tax position are resolved. See Note 3 as to Cerro-Marmon's accounting for the income
tax benefits of Cerro's prior losses when such benefits are realized.

Income tax provisions consist of the following:
1976 1975

United States:
Current $ 13,096 $ 10,331
Deferred 3,089 805
Provision in lieu of income taxes 7,397 65

Foreign:
Current 162
Deferred 720 355

State and other:
Current 3,424 1,489
Deferred 1.663

$ 29.551 $ 13,045

The provisions shown above include the following amounts allocated.to the discontinued
trucking business.

1976 1975

Relating to Mormon's equity in the net income of Cerro's
trucking subsidiary prior to February 25, 1976 $ 25 $ 190

Relating to the trucking subsidiary subsequent to
Februory24, 1976 1.476

$ 1,501 $ 190

The income tax effects of significant items which resulted in effective tax rates of 42.6% in
1976 and 52% in 1975 on reported income before income taxes, equity in net income of Cerro and
income of discontinued business ore detailed below:
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. 1
1976 1975

Theoretical federal income taxes (at 48%) on reported
income $ 31,600 $ 11,863

Increase (reduction) resulting from:
Excess of tax depreciation over financial statement

depreciation* (1,747)
Excess of tax depletion (percentage depletion basis)

over financial statement depletion* (964)
Excess of financial statement gains on asset

dispositions over tax basis amounts* (2,417)
State and other income taxes less federal income tax

benefits 2,645 774
Investment tax credits (902) (526)
Taxes on Mormon's equity in net income prior to

February 25, 1976 from continuing
operations of Cerro 103 748

Other-net (268) (4)

Income taxes reported $ 28,050 $ 12.855

* The acquisition of Cerro was a non-taxable transaction and the income tax basis of
Cerro's assets became Cerro-Marmen's income tax basis. Such tax basis exceeds the financial
statement basis of certain property, plant and equipment and investments after the allocation
of the purchase cost of Cerro (Note 2). This results in an excess of tax basis depreciation and
depletion over the financial statement amounts and greater gains or lesser losses on
disposition of these assets for financial statement purposes than for income tax purposes.

The effective income tax rate of 31.4% on income of the discontinued business subsequent to
February 24, 1976 is less than 48% due principally to investment tax credits ($190,000), the excess
of tax over financial statement depreciation ($582,000) and the excess of financial statement gains
on property dispositions over the tax amount ($211,000). Federal income taxes were provided at an
effective rate of 7.2% on Mormon's equity in the net earnings of Cerro's trucking subsidiary prior to
February 25, 1976 (Note 4E).

With the exception of $3,015,000 of deferred federal income taxes provided in 1976 on certain
metal trading gains and $628,000 of deferred federal income taxes provided in 1975 applicable to
the equity in the undistributed net income of Cerro, deferred federal income taxes applicable to
each other type of difference are less than 5% of theoretical federal income taxes in each year.
Provisions for federal income taxes are expected to exceed income taxes payable in the three years
subsequent to 1976 due to the availability of prior Cerro losses.

16. Litigation

(A) Cerro-Marmon is subject to the possible effects of various class action and
derivative litigation commenced against several defendants, including GL, Cerro and Mormon
in 1975 and 1976 relating principally to the termination agreement made with a former
chairman of the board of directors of Cerro and the purchase of Cerro stock by Mormon and
GL in 1974 and the subsequent merger of Cerro into Cerro-Marmon. These actions allege
violations of the anti-fraud provisions of the federal securities laws and common law and
derivative claims and various wrongdoings on the part of the various defendants and request
various reliefs.

In April 1976, the parties involved in the actions agreed to two stipulations of settlement
whereby (I) with respect to the class actions, GL is to pay for the benefit of the defined
plaintiff classes (former Cerro common shareholders) up to $2,336,000 for settlement of the
actions, plaintiffs' counsels' fees and expenses and other costs and (2) with respect to the
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derivative actions, certain of the defendants, other than Cerro-Marmon, are to pay to Cerro-
Marmon $750,000 (including amounts to be paid for plaintiffs' counsels' fees and expenses) for
settlement of the derivative claims. Further, Cerro-Marmon has agreed that any recovery
from the above described derivative actions will be applied to the regular dividends on the
$2.25 Cumulative Series A Preferred Stock. The trial court approved the settlement terms of
both the class actions and the derivative actions on January 10, 1977 and the derivative and
class actions were dismissed. On February 7, 1977, a notice of appeal was filed with respect
to the dismissal of the class action only. No appeal was taken with respect to the derivative
actions and these actions have been disposed of; payment of the monies involved is expected
to occur in the second quarter of 1977. The amount to be paid by GL pursuant to the class
actions has been reflected in the 1976 Cerro-Marmon consolidated financial statements as a
contribution to capital and as additional cost of Cerro stock acquired.

(B) In February 1976 another class action relating to the merger of Cerro into Cerro-
Marmon was filed in New York State Court against several defendants including Mormon,
Cerro and Cerro-Marmon. This action is based on several alleged causes of action, and asks
that there be an injunction against a merger between Cerro and Cerro-Marmon that will
divest the public shareholders from a residual equity position, or on terms other than as are
presented to the court and determined by it to be fair, and for costs including attorneys' fees
to the plaintiffs. In February 1976 the injunction to stay the merger was denied; this denial
has been appealed. An action, substantially similar in all respects to the February 1976
action discussed above, except that it also alleges violation of the anti-fraud provision of
federal securities law, was subsequently filed in Federal Court in New York. When the
aforementioned appeal of the approval of the settlement and the class action dismissal is
resolved, these cases will be disposed of in accordance with the resolution of the appeal.

In the opinion of counsel, the appeal of the dismissal of the class actions referred to in
(A) above will not be sustained and the litigation referred to in (A) and (B) above will be
settled on the basis described.

(C) As part of the business combination between GL, Mormon, Cerro and Cerro-Marmon,
and specifically the merger of Cerro into Cerro-Marmon, 64,245 shares dissented as to said
merger and are involved in a dissenting shareholders' appraisal proceeding which is currently
pending in a New York State court. The sole issue to be determined in this proceeding is the
price per share to be paid to the dissenting shareholders, and it is not expected that the
decision rendered in this proceeding will have a materially adverse affect upon Cerro-
Marmon.

(D) In September 1975 an action was commenced in the Supreme Court of the State of
New York which alleges that certain defendants including GL, Mormon and Cerro owe the
plaintiff a finder's fee of $750,000 by reason of an alleged agreement to pay a finder's fee
equal to the reasonable value of the plaintiff's services upon the ocqusition of control of any
business entity. The complaint also alleges that Cerro impliedly agreed to pay the plaintiff
such a finder's fee and seeks damages against Cerro in the amount of $750,000. This case has
been dismissed in New York and refiled in the Federal Court in Illinois. The matter is
currently pending. The outcome will not have a material effect on the consolidated financial
statements of Cerro-Marmon.

17. Capital Stock

The authorized capital stock of Cerro-Marmon consists of 10,000,000 shares of $1 par value
preferred stock and 10,000,000 shares of $1 par value common stock.
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Preferred -

Shares issuable, February 24, 1976 4,324,970
Less - Shares surrendered for cash at $ 19 per share 1,668

Shares in dissent seeking appraisal rights 64,245

Shares issued and outstanding at December 31, 1976
(including 141,769 shares held in trust for unlocated
shareholders) 4.259.057

These shares, designated "$2.25 Cumulative Series A Preferred Stock", became issuable under
the terms of the merger agreement dated January 15, 1976. The preferred shares are entitled to
dividends at the annual rate of $2.25 per share on a cumulative basis, a liquidation preference of
$22 per share plus accrued dividends, and one vote per share. All or part of the Series A stock may
be redeemed by Cerro-Marmon on or after April I, 1981 at $22 per share plus accrued dividends.
Commencing in 1982, 6-2/3% of the Series A shares issued are to be redeemed annually until all
such shares are redeemed or acquired by Cerro-Marmon. Pursuant to the terms of the settlement
of certain litigation (Note 16), the annual dividend rate on the Series A stock will be increased to
$2.35 per share beginning in 1981.

The amount shown in the consolidated statement of income for the year ended December 31,
1976 as income applicable to preferred stock consists of $8,136,000 of dividends and $873,000 for
the accrual of the excess of the redemption value over the value assigned to the Series A Preferred
Stock, both for the period February 25, 1976 through December 31, 1976.

Common -

At December 31, 1976, 5,000,000 shares of common stock were issued and outstanding
(entitled to four votes per share). Pursuant to the terms of the proposed settlement of certain
litigation (Note 16), no payments can be made with respect to the common stock until consolidated
shareholders' equity is $10,000,000 greater than such equity on February 24, 1976. See Note 12 for
restrictions on dividends under terms of the debt agreements.

18. Material Transactions with Affiliates

Significant amounts relating to transactions with affiliates during 1976 are as follows:

Management fee income $ 394
Interest income 292
Brokerage expense (coal sales) 819
Rental expense 443
Insurance premium expense 389

Amounts of sales to or purchases from affiliates and amounts of receivables from or payables
to affiliates, other than amounts shown separately in the consolidated financial statements and
income tax amounts (Note 15), are not material. See Note 9 with respect to related party trans-

• actions of the real estate subsidiaries.

19. Events Subsequent to December 31. 1976

On January 26, 1977 Hammond Corporation (Hammond) merged into Newham, Inc. (Newham),
a newly created wholly-owned subsidiary of Cerro-Marmon, pursuant to a vote of shareholders on
such date, approving an Agreement of Merger dated December 20, 1976. Prior to January 26, 1977
GL owned approximately 48% of Hammond's outstanding common stock. Such stock was acquired
principally in 1973 and 1974.
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On January 26, 1977 GL contributed its shares of Hammond to the capital of Cerro-Marmon
who contributed these shares to Newham. Cerro-Marmon paid $200,000 to Newham for all of
Newham's issued and outstanding common shares. Cerro-Marmon also contributed $17,611,000 cash
to the capital of Newham, which acquired, through a cash merger, all of the outstanding common
stock of Hammond (held by persons other than Newham) for $7.75 per share and all of the
outstanding preferred stock of Hammond for $75 per share. The shares of common stock of
Hammond held by Newham and shares held in Hammond's treasury were cancelled. Newham, the
surviving corporation, then changed its name to Hammond Corporation.

This transaction will be accounted for by Cerro-Marmon as a purchase. Accordingly, the net
assets of the businesses formerly conducted by Hammond that are to be included in the
consolidated balance sheet of Cerro-Marmon will be adjusted to reflect the allocations of purchase
cost to Hammond's net assets. The carrying value of such net assets in Hammond's balance sheet
exceeded Cerro-Marmon's cost of Hammond's net assets at January 31, 1977 (unaudited) by
approximately $3,500,000.

Had the acquisition of Hammond taken place on January I, 1976, the consolidated net sales
and net income of Cerro-Marmon for the year ended December 31, 1976, on an unaudited pro forma
basis, would have been increased by approximately $127,000,000 and $4,000,000, respectively, after
giving effect to a preliminary allocation of Cerro-Marmon's purchase cost of Hammond and to
interest on the funds used in the purchase.

On March 31, 1977 a party claiming to be a former common shareholder of Hammond filed
what is purported to be a class action against Hammond, Newham, GL and certain of the Cerro-
Marmon directors, as well as Cerro-Marmon, alleging certain federal securities law violations,
common law fraud and violation of fiduciary duties. The complaint and the allegations contained
therein are currently being reviewed, but in the opinion of counsel the complaint is without merit
and any decision rendered with respect to this proceeding will not have a materially adverse affect
upon Cerro-Marmon.

Subsequent to December 31, 1976, Cerro-Marmon negotiated the termination of long-term
employment and other related contracts with certain officers of a subsidiary at an estimated cost,
before related income taxes, of approximately $4,000,000.
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1 20. Quarterly Data (unaudited)

Sales:
As previously reported
As restated

Cost of sales:
As previously reported
As restated

Income before income taxes, equity in net
income of Cerro and discontinued
business:

As previously reported
As restated

Income from continuing operations:
As previously reported
As restated

Net income:
As previously reported
As restated

1976 Quarter Ended
Mar. 31 June 30 Sept. 30 Dec. 31

$ 203,496

178,562
170,914

12,394
11,715

7,906
8,159

7,906
8,878

$ 250,067
221,188

207,703
183,973

22,630
19,190

11,621
11,014

11,621
12,193

$ 249,309
214,103

204,912
172,181

23,771
23,163

12,666
13,294

12,666
14,479

$209,192

176,447

1,765

6,752

7,209

The restated amounts shown above reflect restatements for (I) amounts applicable to the
trucking subsidiary classified as a discontinued operation in the fourth quarter, (2) reclassifications
to cost of sales of certain amounts improperly included in revenues in the first three quarters,
(3) adjustments to reflect the effects of changes in purchase cost allocations from the initial
tentative allocations made in the first quarter and (4) retroactive reflection of certain inventory
adjustments determined in the fourth quarter that were applicable to prior quarters.

21. Replacement Cost Data (unaudited)

Pursuant to a rule of the Securities and Exchange Commission, Cerro-Marmon's annual report
on Form 10-K discloses quantitative information with respect to the estimated replacement cost of
inventories and productive capacity at December 31, 1976 and the related estimated amounts of
cost of sales and depreciation expense on a replacement cost basis for the year then ended. A copy
of Cerro-Marmon's annual report on Form 10-K is available upon request.

Cerro-Marmon's reported operating results are significantly affected by the lower
depreciation expense which results, in part, from the allocation of Cerro-Marmon's purchase cost to
Cerro's net assets. The replacement of Cerro-Marmon's productive capacity would require a
substantially greater capital investment than was required to acquire the existing productive
capacity and, consequently, a substantially greater depreciation expense.

In the opinion of management, the replacement cost data contained in its 1976 Form 10-K is
of little analytic value since the data does not necessarily reflect management's intentions as to
replacement; additionally, the data necessarily involves highly subjective assumptions and
judgments and does not address financing and operating cost considerations which would influence
ultimate replacement decisions.

LS 001147

32

MARGRP CDA dm -1438



CERRO-MARMON CORPORATION

FIVE YEAR SUMMARY OF OPERATIONS (Note 2)
(In thousands of dollars)

The following summary of operations consists of (1) the consolidated
statement of income of Marmon (Cerro-Marmon's accounting predecessor com-
pany) and all subsidiaries, including Harmon's 45.33% interest in Cerro
accounted for on an equity basis for periods prior to February 25, 1976,
and (2) the consolidated statement of Cerro-Marmon and all significant
subsidiaries, except the real estate subsidiaries and the trucking subsid-
iary which is to be sold, for the period commencing February 25, 1976.
This statement should be read in conjunction with the consolidated state-
ments of Cerro-Marmon and the Certified Public Accountants' report with
respect thereto, which is qualified as set forth therein, and the pro
forma summary of income contained elsewhere in this annual report to
shareholders.

1976 1975 1974 1973 1972

Revenues $839,145 $277,108 $269,135 $189,223 $152,554
Costs and expenses:
Cost of sales 703,515 217,790 212,627 150,108 122,397
Selling and adminis-

trative 58,455 26,580 23,421 19,037 16,668
Interest 11,342 8,024 5,314 723 850

773,312 252,394 241,362 169,868 139,915
Income before amounts
shown below 65,833 24,714 27,773 19,355 12,639

Income taxes (Note 15) 28,050 12,855 14,227 9,879 6,200
Income before equity

in net income of Cerro
Corporation and dis-
continued business 37,783 11,859 13,546 9,476 6,439

Equity in net income
of Cerro Corporation
(Note 7) 1,436 10,384 3,180

Income from continuing
operations 39,219 22,243 16,726 9,476 6,439

Income of discontinued
business less income
taxes (Note 8) 3,540 2,460 1,032

Net income 42,759 24,703 17,758 9,476 6,439

Net income applicable
to preferred stock
(Note 17) (9,009) _____

Net income applicable
to common stock $ 33,750 $ 24,703 $ 17,758 $ 9,476 $ 6,439

Note references are to Notes to Consolidated Financial Statements.
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T
Lines of business information - historical (unaudited)

The following table sets forth the historical amounts of sales
and income before income taxes from the continuing operations of Marmon
for all periods prior to February 25, 1976 and Cerro-Marmon's amounts
for the period from February 25, 1976 to December 31, 1976, adjusted to
give effect to the merger of Cerro into Cerro-Marmon on February 24, 1976.
This table should be read in conjunction with the pro forma statements
and Managements' Discussion and Analysis of Results of Operations con-
tained in this annual report to shareholders:

Sales:
Manufacturing -
Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Total Manufacturing
Metal trading (1)

1976 1975 1974 1973 1972
(In millions of dollars)

$180.0
102.0
95.0
92.3
69.0
28.3

$ 88.9

76.2
77.2
20.8

$105.9

75.0
46.6
32.1

$ 69.5

52.1
27.6
31.0

$ 46.1

43.2
24.8
31.3

566.6 263.1 259.6 180.2 145.4

Coal mining
All other

(1)
176.6
75.2
9.8

$828.2

12.4

$275.5

8.0
$267.6

8.1
$188.3

6.2
$151.6

Income from Continuing
Operations:

Manufacturing -
Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Metal trading (1)
Coal mining (1)
All other (2)

1. On February 24, 1976 Cerro-Marmon acquired Cerro, which businesses
comprise all, or a major portion, of these lines of business. For infor-
mation with respect to the discontinued trucking operations and real
estate operations, see Notes 8 and 9 to Notes to Consolidated Financial
Statements.

2. Includes interest and dividend income, gains or losses on
temporary investments, residual amounts of unallocated or over-allocated
corporate administrative expenses, interest expense, other than interest
expense directly attributable to metal trading, and miscellaneous other
amounts not attributable to a specific line of business.

$

.

$

14.
8.
7.
9.

11.
5.

57.

6.
11.
(9.

65.

3
7
3
2
9
9

3

0
7
2)

8

$ 5

7
15

2

31

(7

$ 24

.9

.8

.8

.2

.7

.0)

.7

$ 15.

6.
7.
2.

31.

(3.

$ 27.

2

3
4
7

6

8)

8

$ 7

6
2
3

19

(
$ 19

.3

.4

.8

.4

.9

.5)

.4

$ 3

4
2
2

12

(
$ 12

.0

.3

.8

.8

.9

.3)

.6
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CERRO-MARMON CORPORATION

PRO FORMA STATEMENT OF INCOME
(In thousands of dollars)

(UNAUDITED)

Revenues:
Sales
Miscellaneous - net

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income of continuing operations before
income taxes

Income taxes

Income of continuing operations

Income of discontinued trucking business,
less income taxes

See accompanying notes.

1976

$908,390
12,933

921,323

772,311
63,412
12,738

848,461

Years Ended December 31,
(Notes A and B)

1975

$753,837
13,494

767,331

622,657
62,685
16,522

701,864

72

31

41

3

$ 45

,862

,238

,624

,586

,210

65,467

30,297

35,170

3,428

$ 38,598
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Lines of business information - pro forma (unaudited)

Sales:
Manufacturing -

Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Total Manufacturing
Metal trading (1)
Coal mining (1)
All other

Income from Continuing Operations;
Manufacturing -
Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
.Building products

Metal trading (1)
Coal mining (1)
All other (2)

Years ended December 31,
19??. 1975

(In millions of dollars)

147.0
115.8
76.7
76.2
77.2
20.8

$ 194.8
118.0
113.1
92.3
69.0
28.3

615.5

198.0
85.2
9.7

$ 908.4

513.7

148.5
80.0
11.6

15.2
8.5
10.1
9.2
11.9
5.9

60.8

6.1
13.5
(7.5)

72.9

$ 753.8

9.7
19.7
2.8
7.8
15.8
2.2

58.0

3.6
20.8
(16.9)

65.5

(1) On February 24, 1976 Cerro-Marmon acquired Cerro, which businesses
comprise all, or a major portion, of these lines of business. For
information with respect to the discontinued trucking operations
and real estate operations, see Notes 8 and 9 of Notes to Consoli-
dated Financial Statements.

(2) Includes interest and dividend income, gains or losses on temporary
investments, residual amounts of unallocated or over-allocated
corporate administrative expenses, interest expense, other than
interest expense directly attributable to metal trading, and miscel-
laneous other amounts not attributable to a specific line of busi-
ness.

See accompanying notes.
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NOTES TO UNAUDITED PRO FORMA STATEMENT OF INCOME

AND LINES OF BUSINESS DATA

B.

The combination of Cerro and Mormon, as discussed in Note I of Notes to Consolidated
Financial Statements, significantly affects the comparability of the 1976 results of operations
of Cerro-Marmon with the 1975 historical results of operations of Cerro-Marmon's accounting
predecessor company (Mormon). The accompanying pro forma information has been provided
to facilitate a meaningful comparison of the results of operations for the two years. This pro
forma information consists of (I) the combined historical results of Mormon and Cerro for
the year ended December 31, 1975 and the period January I to February 24, 1976, adjusted to
give effect to the allocation of Cerro-Marmon's purchase cost of Cerro to Cerro's net assets
as if the merger and acquisition of Cerro had been completed on January I, 1975, and (2) the
historical results of Cerro-Marmon for the period February 25 to December 31, 1976. This
information should be read in conjunction with the consolidated financial statements of
Cerro-Marmon and related notes.

The reconciliation of historical revenues and net income to pro forma amounts follows.
The amounts shown for Cerro-Marmon consist of amounts applicable to Mormon prior to
February 25, 1976 and to Cerro-Marmon subsequent thereto. The amounts shown for Cerro
and the related pro forma adjustments apply only to periods prior to February 25, 1976.

Revenue:

Cerro-Marmon
Cerro

Combined

Add (deduct) pro forma adjustments:

Real estate subsidiaries
Discontinued trucking subsidiary
Other - net

Cerro-Marmon pro forma revenues

Years ended December 31,
1 9 7 6 1 9 7 5

$839,145 $277,108
101.971 614.107

941,116 891,215

(6,816) (49,077)
(13,004) (75,258)

27 451

$921.323 $767.331

Net income:

Cerro-Marmon
Cerro

Combined

Add (deduct) pro forma adjustments:

Mormon's equity in Cerro net income less
income taxes thereon

Net loss of Cerro's real estate subsidiaries
Reduction in Cerro's depreciation and depletion
Other - net

Cerro-Marmon pro forma net income

$ 42,759 $ 24,703
2.033 (2.410)

44,792 22,293

(1,655) (12,096)
779 21,187

1,304 6,517
00) 697

$ 45.210 $ 38.598
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MANAGEMENT'S DISCUSSION AND ANALYSIS

OF RESULTS OF OPERATIONS

The following comments relate to the preceding pro forma statement of income and lines of
business data. For 1976, Cerro-Marmon had pro forma income from continuing operations before
income taxes of $72.9 million, an increase of I 1% from the $65.5 million in 1975. Pro forma sales
for 1976 were $908.4 million compared to $753.8 million in 1975, an increase of 21%. Changes
between 1975 and 1976 in pro forma sales and income from continuing operations before income
taxes for each product line are discussed below.

Pipe and Tubing

The year 1976 compared to 1975 shows significant improvements with an increase of 33% in
sales and 57% in income. These improvements reflect the effect of a strike at a major plant in
1975 and, as to income only, the results of a cost reduction program initiated during the later part
of 1975. General economic conditions effecting pipe and tubing customers also began to improve in
the latter half of 1975 resulting in higher sales and income. Reductions in metal prices in the
fourth quarter of 1976, while causing reduced dollar sales, had no significant effect on income.

Wire and Cable

While sales increased 2% over 1975, income declined to Jess than half of the 1975 level.
These results reflect severe price competition in 1976, due to reduced product demand in the
construction and capital goods markets and the upward trend in the prices of copper and other
related product costs during most of 1976. Declines in copper prices in the fourth quarter of 1976,
requiring significant write-downs of inventory to market values, resulted in a loss in that quarter.

Metal products

j Substantial improvements in sales and income over the prior year reflect the effect of a
• strike at a major plant in 1975. Sales increased from $76.7 million in 1975 to $113.1 million in 1976
: while income increased from $2.8 million to $10.1 million. Basic metal and product pricing
! improved throughout most of 1976 compared to the depressed levels of 1975 although a decline in

copper prices in the fourth quarter resulted in significantly reduced income for the quarter due to
inventory write-downs to market values.

Automotive products

; Due to direct association with the automotive industry, which had higher activity in 1976,
| sales and income of this line increased approximately 20%.
/
' Mining equipment

This operation experienced declines in both sales and income in 1976 resulting from a
slowdown in demand for coal mining equipment from the abnormally high 1975 level. Sales of $69
million decreased 11% from 1975's $77.2 million and income declined 25% to $11.9 million from
1975's $15.8 million reflecting the effect of reduced demand on selling prices and margins. New
orders for mining equipment started to decline in late 1975 and continued to decline through 1976.

, Building products

Sales and income for this line set an all-time record. Sales increased 36% over 1975 and
income more than doubled. These results reflect the demand created by increased remodeling and
refurbishing of retail stores by major customers.
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Metal trading

World-wide metal trading activities showed a sales increase of 33% over 1975 and a 69%
improvement in income. The increased market activity in 1976 provided more opportunities for
profitable trading. Lower interest costs on the financing of inventories and increased agency and
special sale activities all contributed to improved operations.

Coal mining

Coal mining operations had improved dollar volume sales due to increased tonnage shipped but
reduced earnings principally because of lower selling prices and margins on spot market sales.

All other

The reduction in the 1976 charge to income shown as "All other" from the 1975 charge is due
principally to the elimination of the costs of duplicate corporate functions and the expenses
associated with the 1975 relocation of Cerro's corporate offices from New York to Chicago and to
reduced interest charges in 1976 resulting from debt reductions and lower interest rates.

Income taxes

The reduction in the effective pro forma income tax rate attributable to pro forma income of
continuing operations, from ^6.2% in 1975 to ^2.9% in 1976, is due principally to 1976 disposals of
assets with higher income tax bases than financial statement bases.

Fourth quarter 1976

Sales in the fourth quarter of 1976 declined approximately $5,000,000 or 3% from the third
quarter 1976 level, as restated, and income from continuing operations after income taxes declined
from $13,29^,000 in the third quarter to $6,752,000 in the fourth quarter. These declines resulted
from the write-downs of inventories to market values to reflect reductions in copper prices in the
fourth quarter, the normal seasonal reduction in building product sales and income, a further
decline in mining equipment sales and income from earlier levels and reduced sales and income
from coal mining operations.
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PART I

ITEM 1. BUSINESS

GENERAL
Incorporated in New York in 1915 as the successor to mining enterprises in Peru which were

commenced in 1902, Cerro Corporation (the term "Cerro" refers to Cerro Corporation and its subsid-
iaries unless otherwise required by the context) is engaged in the United States in the manufacture
and sale of refined copper, copper and brass mill products, electric wire and cable (including co-axial
wire and cable and passive devices for sale to the CATV industry); real estate operations; common
carrier motor freight operations; and mining. A wholly owned subsidiary, Cerro Sales Corporation
("Cerrosales"), conducts world-wide trading activities in nonferrous refined metals, concentrates and
other raw materials including copper, lead, zinc, silver and bismuth. In addition, Cerro has a 22.25%
interest in Southern Peru Copper Corporation, a company which operates a large copper mine in Peru;
a 12% interest in an iron ore mining venture in Australia; and various interests in several relatively
small mining and manufacturing companies in Peru.

As a result of private purchases and a tender offer concluded on May 29. 1974, Cerro owns
aprjrojcimately 86.6% of the outstanding shares of the Common Stock of Golconda Corporation
("Colconda") and approximately 73.5% of the outstanding shares of its preferred stock, or approri-
mately 85% of Golconda's total voting stock. The total purchase price was approximately $26.600,000
in cash. Golconda is primarily a manufacturer of capital goods for diverse markets, including gas
control devices, food service equipment and precision components for aerospace and other highly
technological applications; it also has some small mining interests in the western United States.

On September 25. 1974, Cerro completed the acquisition of 100% of the capital stock of the
Fetterolf coal companies located in Somerset County, Pennsylvania, for approximately $34.0 million
in cash. The Fetterolf companies own or lease operating properties containing proven and probable
reserves, estimated at approximately 38.5 million tons, of washed saleable coal, principally of
metallurgical grade, plus additional reserves the amount of which has not yet been established.

As a result of prior purchases and a tender offer which expired on July 16, 1974, approximately
45% of Cerro's outstanding Common Stock is now owned by The Marmon Group", Inc. (Michigan)
("Mam-ion"), a wholly owned subsidiary of GL Corporation. GL Corporation is a private corporation
beneficially whollv owned bv the Pritzker family of Chicago, Illinois. Mr. Jay A. Pritzker is Chairman
of the Board of Cerro and Mr. Robert A. PritzVer is President of Cerro. (See Item 4. "Parents and
Subsidiaries" on page 29.) In September 1974 Cerro and Marmon agreed in principle upon a merger
of Cerro into Marmon. Merger discussions were subsequently terminated. Marmon has informed
.Cerro that it is again considering a possible merger or other acquisition transaction with Cerro and
that it intends to make a proposal therefor. Cerro is advised the terms of anv such proposal have not
yet been determined. Such terms could involve the issuance to the stockholders of Cerro (other than
Marmon) of a security other than Common Stock in exchange for their Cerro Common Stock.

Due to Cerro's fax loss incurred in connection with the expropriation of Cerro de Pasco Corpora-
tion on January 1. 1974, Cerro will pay no federal income taxes on its 1974 United States earnings,
although, for financial reporting purposes a provision for such taxes has been made in arriving at net
income tor the year because Cerro recognized such loss completely for financial reporting purposes in
1973. Thus, from a cash flow standpoint, the income tax provision, as well as other non-cash deduc-
tions such as depreciation should be considered in appraising Cerro's results for the year. See pages
F-3, F-4 and F-5.

During 1974. Cerro received certain compensation for its expropriated mining properties in Peru
and Chile, (see "Investments" on page 13).

(a) PRODUCTS, SERVICES, MARKETS AND METHODS OF DISTRIBUTION
Functioning through four operating groups, i.e., manufacturing, real estate, trucking, and mining,

Cerro's principal products, services rendered, principal markets and methods of distribution are as.
follows:
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MANUFACTURING GROUP

The operations of the Manufacturing Croup are carried out through Cerro Copper Products
Division ("Cerrocu"), Cerro Metal Products Division ("Cerromet"), Cerro \Vire and Cable Co.
Division ("Cerrowire"), Cerro Communication Products Division ("Cerrocom"), Cerrosales and
Colconda.

Cerrocu
Cerrocu produces and sells copper plumbing tube and related items, thin-wall industrial copper

tube, and electrolvtic copper cathode. Plumbing tube is sold principally to plumbing wholesalers
direct from the mill and through twelve regional warehouses. Industrial tube is sold primarily to
original equioment manufacturers. Electrolytic copoer cathodes are sold primarily to Cerrosales for
resale (see "Cerrosales" below). Cerrocu also distributes a line of plastic plumbing fittings for an-
other manufacturer.

On March 7. 1975 Cerrocu settled an 18 week old strike which had closed down its Sauget. Illinois
manufact"ring facility by signing a new three-year contract with the United Steelworkers. Manage-
ment believes the terms of the new contract will permit Cerrocu's operation at Sauget to remain
competitive from the standpoint of labor costs for the term of the new contract

Cerromet
Cerromet produces and sells brass mill products, including brass and bronze rod, bar, shapes,

wire, forsings, screw machine parts and die castines. as well as certain low melting point alloys,
principally to original equipment manufacturers and metal distributors.

The principal markets for products manufactured by Cerromet are the housing, automotive,
industrial process and control equipment, and communication and electrical equipment industries.
In addition to the foregoing, a small portion of Cerromet's total sales are to distributors of brass rod
products.

On March 9, 1975 the Bellefonte, Pennsylvania Works of Cerromet, its principal facility, was shut
down by a strike of the United Auto Workers following expiration of a labor agreement. Cerromet is
a significant operation of the Manufacturing Group.

Cerrowire
Cerrowire produces and sells single and multi-conductor building wire and cable, control, power

and instrumentation cable, aerospace and marine cable, copper wire rod, electrical metallic tubing and
co-axial cable.

Cerrowire's products are sold through its own sales offices, manufacturer's reoresentatives, and
distributors to (i) the construction industry, ( i i ) public utilities, and ( i i i ) diversified manufacturers,
includine those in the defense, maritime, and aernspace Industrie's. In late 1975, it is expected that
Cerro will commence the manufacture of intermediate metal conduit in a new building at its Syosset,
New York facil:ty. Cerro has acquired a building in East Granby, Connecticut, and related equipment,
to expand production of utility wire and cable.

Cerrocom
In 1974 Cerro's CATV co-axial cable operation in Freehold, New Jersey was given divisional

status and combined with the business of a small company in Anniston, Alabama which manufactures
and sells passive devices for CATV. Co-axial cable and passive devices are sold directly and through
distributors to CATV system builders.

Cerrosales
Cerrosales conducts worldwide metal trading activities. It hedges on The Commodity Exchange,

Inc., the London Metal Exchange and foreign exchange markets. Cerrosales deals in nonferrous
refined metals, concentrates and ores, including copper, lead, zinc, silver and bismuth. On December
20, 1974 Cerrosales was appointed copper sales agent in the U.S. and Canada for Corporacion del
Cobre, Chile ("Codelco"), an agency of the Government of Chile which oversees most copper produc-
tion and sales operations of Chile.
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Colconda
Colconda is engaged in the manufacture and sale of valves, fittings, regulator's and other controls

for pressurized gasses: precision components and assemblies for use in the following industries:
aerospace, aircraft, computers and related products: and kitchen, cafeteria and restaurant equioment
for commercial and industrial uses. Colconda's products are sold principally in the United States
through a variety of methods, including both direct sales and sales through distributors and dealers.
Colconda has entered into an agreement, subject to the fulfillment of certain conditions, for the sale
of its food service equipment business.

REAL ESTATE CROUP
Cerro's wholly owned subsidiary. Leadership Housing, Inc., is engaged in the residential real

estate business. The term "Leadership" refers to Leadership Housing, Inc., and its subsidiaries unless
otherwise required by the context. The principal real estate operations include (i) housing operations
consisting of the development, construction and sale of communities of single family homes, including
condominium units; ( i i ) the sale of improved and unimproved hnd and (iii) the development, con-
struction, sale and management of rental apartment complexes. In addition, Leadership participates
in joint ventures engaged in real estate development

Financial Condition
Leadership's revenues from sales declined from approximately $160 million in 1973 to approxi-

mately S96 million in 1974 resulting in a pre-tax loss of $13.6 million in 1974 as contrasted with a
pre-tax profit of approximately $11.9 million in 1973.

During 1974 and the first quarter of 1975, Cerro provided Leadership with a total of apnrox-
imarelv S19.9 million in the form of advances and made an additional capital investment in Leader-
shin of S2.5 million. In addition, during 1974 Cerro deposited S6.5 million with Leadership's prin-
cipal lenders in connection with a compensating balance requirement of Leadership under its
revolvine credit-term loan agreement (the 'Loan Agreement") pursuant to which Leadership borrowed
S42.5CO.OOO durin? 1973 and 1974. Such deposits are not available to satisfy any liabilities of Leader-
ship. Leadership's lenders have (i) waived, as of December 31, 1974 and as of the present time,
all defaults under the Loan Agreement and ( i i ) have modified those covenants with which Leadership
has not been able to comply in such a manner as to cause Leadership to be in compliance at the
present time.

During early 1975, a contingency plan was proposed to provide Leadership with additional funds
and greater freedom of operation under the Loan Agreement. Under terms presently proposed, but
subiect to the fulfillment of certain conditions beyond the control of Cerro and Leadership, Cerro
would purchase certain assets of Leadership for an aggregate purchase price of $15 million, of which
upproximatelv $5.9 million is expected to be oaid in cash, 83.75 million by issuance of a Cerro note,
and 85.35 million by forgiveness of prior advances. In addition, Cerro would provide S10 million
cash under terms not yet determined. These actions by Cerro, however, are dependent upon a.eree-
mc-nt being reached with Leadership's principal lenders with respect to the implementation of the
contingency plan. This contingency plan would, nmone other things, including Cerro's proposed
actions described above, provide: for an extension of the Loan Agreement; for relief from the rate of
interest presently being charged by such lenders: for relief from compensating balance reamrements;
and for additional protect financing from such lenders and Cerro (see Note 6 to No*e 13 of Notes to
Financial Statements for a description of t^e Lo:ui Agreement). As of t>e date of the filing of this
report, letters of intent with respect to the n lnn had not been executed. However, in the event such
letters o' intent are executed and delivered. Ci-rro intends, based on presently known conditions, to
support Leadership's ordinary operations duriim 1975. It is anticipated that such contingency plan, if
effectuated, would provide adequate support to Leadership throueh 1976 under presently known and
anticipated conditions. However, there can be no assurance that Leadership will not require addi-
tional funds beyond 1975, even assuming that tK- foregoing plans are effectuated, and Cerro has no
present intention of supplying such additional funds if needed.
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In the event such letters of intent are not executed and delivered it is the present intention of
Cerro's management not to conclude the purchase of such assets, not to provide the additional S10
million in cash referred to above, and not to provide further financial support to Leadership except
to the extent required by existing legally binding commitments. In this connection, the only legally
bind ;ng material commitment of Cerro in respect of Leadership is pursuant to a General Agreement
of Indemnity whereby Cerro has agreed to indemnify certain insurance companies which have issued
surety bonds apareearine $39.4 million guaranteeing Leadership's performance under certain con-
struction contracts. Should Leadership not be able to perform under such contracts, it is anticipated
that Cerro mav cause such contracts to be performed by Leadership's subcontractors. Although
there may not be any material adverse consequences to Cerro by reason of the General Indemnity
Agreement a substantial amount of construction covered thereby remains incomplete at March 27, 1975.

If Ceiro terminates financial support of Leadership, it is not presently anticipated that Leader-
ship will be able to survive as an on-goin? business. While it is not possible at the present time to
predict whether or not any part of Cerro's investment in Leadership would be recovered in the event
Leadership ceases to be an on-going business, Cerro's maximum exposure would be the loss of its
entire investment in Leadership which, at March 27, 1975 was approximately $65.0 million plus the
cost of performance referred to above.

Cerro's independent auditors have made their opinion subject to the resolution of this matter.
In this connection, see page F-l and Note 12 to Financial Statements.

The following tables set forth Leadership's revenues and gross profit (loss) from sales for 1974
and 1973, before taxes, attributable to the following real estate operations:

1974 1973
(I in Thousands)

Revenues (1)
Single family housing $81.098 $ 84.611
Land Sales 2.942 30.071
Multi-family housing 8,968 32,712
Other 2,998 12,555

$96.006 $159,949

1974 1973
Gross Profit (Loss) From Operations (2)

Single family housing $ 3.802 (3)
Land Sales (3,198)(4)
Multi-family housing (643)
Other (2,022)

$(2,061) $ 20,454

(1) Does not include interest income of S6.8 million and $5.7 million and equity in joint venture
income of $2.2 million and $4.3 million for 1974 and 1973, respectively.

(2) Prior to sales and marketing, general and administrative, and non-capitalized interest expenses
which are not allocated to the respective operations.

(3) Includes a special charge of $1.7 million to inventory reflecting a writedown of inventory of
single family homes to the estimated net realizable value.

(4) Includes special charges aggregating $3.6 million reflecting principally a writedown of land
to estimated net realizable value, the abandonment of certain options to buy land and the writeoff of
a note receivable.
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The principal factors underlying Leadership's decline in profitability for 1974 were the impact of
the substantially higher interest rates prevailing during that year combined with rapid inflation in
material and labor costs.

Leadership's land sales were particularly depressed by the limited availability of mortgage
financing for prospective residential purchasers, and the substantially higher interest rates which
prevailed during 1974 which resulted in the inability of many potential home buyers to qual i fy for
mortgages. This situation, coupled with buyer uncertainty occasioned by the economic recession in the
United States, caused a substantial decrease in new orders for single family homes. The res'il'ing
depressed state of the single family home market and the unavailability of financing for residential
developments were principal factors underlying the decline in the development and construction of
hoim-s hv developers and builders other than Leadership, which in turn resulted in a substantial decline
in Leadership's revenues and gross profit for 1974 from the sale of land to such developers and builders.

The depressed state of the S'ngle family market, however, did not result in a substantial decline in
Leadership's revenues for 1974 from the sale of single family homes as compared with 1973,
because such revenues for 1974. for the most part, were derived from the closings on homes under
contracts entered into in 1973. The gross profit margin, however, on salrs of single family homes in
1974 declined substantially due princinally to substantially increased costs of interest, labor and mate-
rial attributable to the construction of homes and the inability to recover these cost increases in full
from purchasers of such homes under the terms of Leaderships contracts. See "Single Family
Housing" below for information on the decline in the number of contracts entered into for single-
family homes during 1974.

Although there was a substantial decline in 1974 in the revenues from the development, construc-
tion, sale ind management of apartment comnlpxes. this decline resulted nri'mrilv from the recognition
of income from more projects in 1973 than in 1974 rather than the effect of adverse economic conditions
prevailing in the housing industry during 1974. After excluding provisions for future losses aggregating
approximately $800.000 recognized in 1974 in connection with certain guarantees given to purchasers
of certain projects, the cross profit from this operation calculated as a percentage of revenues there-
from did not vary significantly in 1974 from that prevailing during 1973.

Leadership's revenues from sales which do not fall within its princioal operations and certain
production related revenues and expenses are encompassed wiMMn the "Other" category aonearing
in the foregoing table. The decline in ?ross revenues attributable to this category in 197-1 as com-
pared with 1973 results primarily from the sale of an office building an:l two country club"; in
1973 for approximately 37.7 million. The loss in 1974 as contrasted with the gross profit in 1973
in this category results from the inclusion in 1973 of a profit of app'oximarelv SI .3 million
from the sale of the foregoing prope'ties. an increase in 1974 in production related exn*>n<;*»s. a
decline in the profitability in 1974 of Richmar Development Corporation, a Leadership subsidiary
engaged in the development of commercial real estate properties, and losses of a utility operation.

Single Family Housing
Leadership's single family housing divisions build single family houses and condominium units

developed as single family detached houses, townhouses, and low-rise condominium buildings.
Leadership's homes have from two to six bedrooms, are generally of wood frame or cement block with
stucco exterior, and have dry wall internal construction.

Leadership's personnel locate land suitable for planned complexes based upon market analyses
and research, and perform or supervise the performance of the engineering, rezoning, land planning
and construction functions. Leadership acts as the general contractor on all its projects and all work
in connection with the construction of residences is performed by subcontractors. Leadership's single
family residences are primarily sold by salesmen employed by Leadership and compensated on the
basis of salary and commissions, and to a lesser extent by outside brokers who are compensated
on a commission basis.
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The following table sets forth certain information as of December 31, 1974 and 1973 with respect
to homes under construction or completed.

Housing East

Boca Raton, Florida
Tamarac, Florida
Tampa, Florida

Homes Under Contract
and Under Construction

or Completed) 1)

1974

10

276

5

291

1973

Homes Completed or L'nder
Construction But Not

under Contract) 2)

1,547

1974

14

23S
68

320

1973

5
So
13

103

Housing West

San Diego, California

Leucadia, California . . . .
Orange County, California
San Francisco, California

Reno, Nevada

41

6

39
12
6

104

395

14
30
65
18

44
132
148
9
9

342

662

23
155
118
104

—
400

503

(1) Although there are contracts covering these homes, there can be no assurance that the
purchasers will perform. It has been Leadership's practice to retain all or a substantial portion of
the purchasers' deposit and resell the home rather then to enforce such contracts. The purchasers'
deposit varies from approximately $500 on homes sold in California to substantially higher amounts
on homes sold in Florida.

(2) Does not include additional homes which are not under construction but which are included
in the current plans for the respective developments and which may be subsequently constructed.
Includes certain homes on which refundable reservation deposits have been received from the
prospective purchaser and which, at the option of such prospective purchaser, may subsequently result
in binding contracts.

The following table sets forth information as to contracts entered into for, and deliveries of,
single family homes during the years ended December 31, 1974 and 1973, and single family homes
contracted for but not delivered as of such dates:

Year Ended December 31

Homes contracted for sale (net of cancellations) ..
Homes delivered
Homes contracted for sale but not delivered at end

of period

1974

648
2,250

459

1873

2,329
2,342

2,061

At December 31,1974, Leadership had a backlog of orders for 459 single family homes aggregating
approximately $16,000,000 as compared with 2,061 single family homes aggregating $62,000,000 at
December 31, 1973. The decline was due to a number of factors, including the limited availability of
mortgage financing, substantially higher mortgage interest rates, 'buyer concern with the state of the
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economy, and the adoption by Leadership of a policy to reduce backlog due to the difficulty of securing
contracts with purchasers which protect Leadership against substantial increases in the cost of labor
and materials and interest charges attributable to single family homes during the period of con-
struction.

Multi-Family Projects

Leadership constructs for resale multi-family projects usually consisting of two and three story
garden apartment complexes located on sites averaging 10 acres and manages the projects for the
purchasers thereof. Projects typically are designed in clusters of from 8 to 33 buildings, and contain an
average of 275 units. The apartment complexes, which are planned for families and young adults
with moderate incomes, include amenities such as landscaped open areas, private patios, recreational
clubhouses, swimming pools and other leisure time facilities. Substantially all of the apartments
completed thus far have been rented on a month-to-month basis, either with or without leases, in
accordance with prevailing local practice.

Most projects are subject to agreements of sale prior to the commencement of construction. Under
such agreements, Leadership bears the economic risk of construction of the project and is obligated to
complete construction by a specified date.

The purchaser pays a cash down payment and issues Leadership a purchase money note secured
by a lien on the property. Most notes are non-recourse and Leadership may look only to the property
in the event of a default by the purchaser. Leadership's lien on the property is subordinate to the liens
of the lenders who provide construction and permanent financing for the project. The purchase money
notes relating to projects commenced since January 1, 1973 have been generally payable in full in not
more than two years, but notes issued prior thereto are payable over a period ranging from ten to
twenty-seven years.

Projects are sold by Leadership's sales staff primarily to real estate investment trusts and real
estate syndicators. Sales of Leadership apartment complexes are structured generally to provide the
purchaser with a cash return on its equity investment and income tax shelter during the early years
primarily through deductions based on accelerated depreciation, interest paid on mortgage debt, and
certain other items. Such transactions are designed to meet varying needs of investors, and the format
is influenced by the availability of capital, competitive conditions in the rental market and the MX
laws. Proposals have been made before the Congress for changes in the tax laws which, if enacted,
could reduce the marketability of such projects. Among other things, the proposals would curtail the
tax benefit presently derived from accelerated depreciation, interest paid on construction debt and
other presently deductible items and would also provide more favorable tax treatment for income not
involving any tax shelter.

After the completion of a project. Leadership manages the apartment complex for the purchaser
for a percentage of the gross rentals of the project. Leadership generally does not retain anv equity
interest in its projects. The management agreements, however, occasionally provide for Leadership to
participate in income from operations after the purchaser has received a specified return and for
Leadership to share in excess cash in the event the project is refinanced or resold. To date, no significant
amount of income from such participations has been received by Leadership.

In substantially all projects, Leader ship has guaranteed for a specified period either (i) a fixed
rate of return to the purchaser or ( i i) that revenues from the project will be sufficient to meet
expenses and debt service. Typically, the guaranteed fixed rate of return is for a period of from two
to three years after completion, and in some projects under certain conditions may be extended to five
years after completion of construction. See Note 1A to Note 13 of Notes to Financial Statements for
information as to the methods of accounting for multi-family projects.
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At December 31, 1974, Leadership had the following apartment projects under construction of
which only Las Vegas II is not subject to a contract of sale:

First
No. of Occupied or

Name and Location Units Expected

Meadow Road I
Dallas, Texas 298 2/75

Irving III
Dallas, Texas 316 4/75

Las Vegas II
Las Vegas, Nevada 199 6/75

Land Sales

Leadership has acquired large parcels of unimproved land for its own use as well as for sale to
other developers. In certain locations, it has acquired smaller parcels of improved land (see Item 3.
"Properties" at p. 28),

A major source of financing of Leadership's land development has been borrowings from Real
Estate Investment Trusts ("REITs"). During 1974, REITs experienced significant problems relating
to high interest rates and liquidity, which prevented the REITs from providing financing for land
development activities. As a result, potential buyers of Leadership's land, typically homebuilders,
could not obtain financing for the purpose of making land purchases and developing such land.

As a result of the foregoing and the depressed state of the single family home market. Leadership's
land sales declined from $30 million in 1973 to S2.9 million in 1974. It is not expected that land sales
will return to previously existing levels until such time as there is a general improvement in the hous-
ing industry, and including an increase in the availability of funds for development at lower rates of
interest than generally prevailed in 1974.

Joint Ventures

Leadership currently has an interest in four ventures with investors. The first is a partner-
ship agreement relating to approximately 1,600 acres in Palm Beach County, Florida. Leadership
manages, on behalf of the partnership and for a fee, the development and ultimate sales of this tract
for 50% of the profits (but not losses) on approximately two-thirds of the property, and shares
equally in profits and losses on the balance. Sales by the foregoing partnership resulted in a pre-tax
profit to Leadership of approximately $1.6 million in 1974 compared to approximately $4.2 million in
1973.

The second venture, in the City of Tamarac, Florida, is with a group of private trusts of which
members of the Pritzker family, including Messrs. Jay A. Pritzker and Robert A. Pritzker, are the
beneficiaries. The venture was formed in December 1972, at which time Leadership sold a large tract
of unimproved building property to the trusts for an aggregate purchase price of approximately
$22,500,000 of which $18,000,000 was paid in cash and the balance was paid by a note secured by
a second mortgage on approximately 40% of the property.

Under the terms of the agreement, approximately 40% of the property, zoned for 6,141 dwelling
units is to be improved and sold under the management of Leadership, with Leadership and the trusts
sharing equally in net profits. During 1973 and the early part of 1974, property zoned for 1,014
dwelling units and a small parcel of property zoned for commercial use was sold to third parties
resulting in a profit to Leadership of approximately 3657,000. In addition, during 1973 contracts were

3

LS 001165

MARGRP CDAdm-1456



entered into with third parties for the sale of property zoned for 1.720 dwelling units. At the present
time, all of the foregoing parcels (other than the commercial property) are subject to claims for rescis-
sion for which, as of the date hereof, lawsuits had been either instituted or threatened. In addition, all
of the foregoing property is the subject of litigation between Leadership and the trusts on the one hand
and the City of Tamarac on the other, regarding zoning of the property. The litigation arose out of
the annexation of the property by the City of Tamarac and an attempt by the City to rezone the
property for a lower density than was applicable to the property at the time the contracts for the sale
of such property were entered into. Leadership and the trusts were successful in the lower court but
the suit is presently under appeal by the City of Tamarac. Leadership is unable to predict the results
of the appeal, and the effect, if any, the results of such appeal will have on the rescission actions.

With respect to another 40% of the property, the agreement requires the trusts to pay for certain
improvements to the property, and Leadership is required to repurchase portions of the property
zoned to permit an aggregate of 4.500 housing units to be built on the repurchased property. Such
repurchases are to be effected in substantially equal amounts by June 30 of each year through 1979.
The repurchase price is to consist of the purchase cost of the trusts, improvement costs, carrying
charges and an additional amount equal to S760 per unit for which the property is zoned. If Leadership
fails to make the required repurchases, the agreement provides that the trusts may sell the properties
and keep all profits. The agreement further provides that the trusts may set off against a purchase
money second mortgage owing to Leadership the difference, if any, between the price at which the
trusts sell the property and the price at which Leadership would have been required to repurchase
the property. Based on Leadership's financial position, Leadership and the trusts amended the agree-
ment to provide for a moritorium of the obli nations of both parties for a period of one year. In addition.
Leadership has an option to repurchase additional portions of the improved property zoned to permit
approximately 2,700 units on the same terms as apply to the 4,300 unit tract. Pursuant to the terms
of the amendment to the agreement, Leadership will surrender an option relating to parcels zoned for
753 units if such option is not exercised by June 30, 1975. During 1973 and 1974, Leadership repur-
chased property zoned for 1,770 units for an aggregate amount of approximately $4,697.000. The
balance of the property will be used for the construction of two eighteen-hole golf courses and a
club house.

There are two ventures with a partnership in which members of the Pritzker family, including
Messrs. Jay A. Pritzker and Robert A. Pritzker, have indirect interests, relating to parcels of 3,900
acres of property and 235 acres of property in Broward County, Florida. The ventures were formed
in 1973, and call for Leadership to act as manaeing partner for the improvement and resale of the
property, with Leadership and the partnership sharing equally in ultimate profits and losses in each
of the ventures.

The ventures in which Messrs. lay A. Pritaker and Robert A. Pritzker have interests were com-
menced at a time when neither was affiliated with Cerro.

Water and Sewage Facilities

Tamarac Ut'.Iitie*, Inc., a wholly owned subsidiary of Leadership, is located within the City of
Tamarac, Florida. Operations are conducted under a 30-year non-exclvsive franchise eranted by the
City allowing it to service customers directly in consideration of a payment by the utility to the City
of an amount equal to 4 percent of the gross sales of the utility. In 1974. the utility had a loss of
8418,000. An application is presently pending before the Florida Public Service Commission for an
increase in the rates the utility may charee its customers. During 1974, annroximatelv S4.763.000
was expended on plant and system expansion. In addition, the utility presently has a planned capital
expenditure program which is estimated at 83,300.000 through 1976. It is presently contemplated that
funds for such c-.ipital expenditures may be provided by Cerro. The facilities are subject to regulation
by the Florida Public Service Commission and the Florida State Board of Health.
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TRUCKING GROUP

Illinois-California Express, Inc., a Nebraska corporation ("ICX"), is a Class 1 common carrier
of general commodities subject to regulation by the Interstate Commerce Commission ("ICC") and
operates over 13,000 route miles in all or part of the states of California, Arizona, New Mexico, Texas,
Utah, Colorado, Nebraska, Kansas, Missouri, Illinois, Iowa, Indiana, Ohio, Wyoming, Nevada, Okla-
homa, Wisconsin, and Minnesota. Since its acquisition by Cerro in 1972, ICX expanded its operating
authority through acquisition of the operating authorities of a number of small trucking companies.
During 1974, ICX received temporary authority from the ICC to operate Bestway Freight Lines, Inc.,
which includes routes to such cities as Tulsa, Oklahoma City, and Wichita. In addition, during 1974,
ICX received permanent authority from the ICC to operate Southern Express Company, previously
operated by ICX under the temporary authority granted in 1973. As a "result of the Southern Express
acquisition, ICX extended routes directly covered by it from Chicago, Illinois, to the northern Ohio
area, including the cities of Cleveland, Akron, Warren, and Toledo. ICX presently has applications
pending before the ICC, which, if approved, will enlarge its service in the areas of Chicago, Illinois,
and Phoenix, Arizona, and provide new routes between Omaha, Nebraska and Kansas City, Missouri.
During 1974, ICX continued to be able to serve customers on a national basis through interchange
agreements with various trucking companies whose authorities cover those portions of the United
States for which ICX has no operating authority.

MINING GROUP

Acquisition of Fetterolf Coal Group

Cerro, on September 25, 1974, acquired, through its wholly owned subsidiary, Fetterolf Coal And
Construction, Inc., at a cash cost of approximately $34,000,000, the M. F. Fetterolf Coal Co., Inc. and its
affiliates ("Fetterolf) which owns and leases operating properties in Somerset County, Pennsylvania
containing coal reserves, principally of metallurgical grade. Fetterolfs principal holdings contain
coal reserves as follows:

Short Ton*
(2,000 pound*
avoirJnpoii*)

Assured 37,040,000
Probable 1,407,000
* Recoverable, washed basis.

In addition, Fetterolf owns or leases parcels of coal bearing land as to which no definitive studies
have been made to determine assured and probable reserves.

In the fourth quarter of 1974, Fetterolf had pre-tax earnings of $10.5 million on sales of
S21.1 million. 257,000 short tons of coal were sold in the period of which 158,000 tons were pro-
duced by Fetterolf and 99,000 tons represented coal purchased from others. Operations were inter-
rupted during the quarter as a result of the United Mine Workers' strike which began on November
12, 1974 and continued until December 9, 1974.

Low volatile metallurgical coal of the type produced by Fetterolf is a commodity sold both
domestically and abroad. As noted below, a substantial proportion of Fetterolfs production is dedi-
cated to a long-term Coal Sales Agreement with two foreign corporations. The remaining production
is sold on the spot market. Such spot-priced coal is subject to wide price fluctuation. The earnings
of Fetterolf during the fourth quarter of 1974 were in large part a result of coal sold on the spot
market at record levels. There can be no assurance that such price levels will continue and, indeed,
in recent weeks spot prices for metallurgical coal, while still higher than those prevailing during
the comparable period in 1974, have fallen substantially.

The demand for metallurgical coal is dependent upon the demand for steel and in particular
the demand for steel made from iron ore since steel can be produced from scrap without the use of
metallurgical coal.

10

LS 001167

MARGRP CDAdm-1458



As of October 1, 197-1, Cerro's subsidiary, Ferterolf Coal And Construction, Inc., which
100% equity interest in Fetterolf. entered into a Coal Sales Agreement with two foreign corpo-
rations for the sale of metallurgical coal beginning July 1, 1973. Cerro's subsidiary is required to
deliver and the buyers are obligated to accept 600,000 long tons (2,240 pounds avoirdupois) during
the first nine months and one million long tons annually thereafter until March 31, 1988. The price
is considered to be comparable to the prevailing market price for comparable quality coal sold under
long-term contracts (considering the fact that unlike most other long-term contracts for similar coal,
the price under the Coal Sales Agreement is firm for the life of the contract), and is subject to adjust-
ment for increased or decreased costs and to maintain in part existing profit margins.

The price for coal sold under the Coal Sales Agreement is also subject to certain reductions for
failure to meet specifications for ash and sulphur content determined by samplings to be taken from
each shipment. The buyers under the Coal Sales Agreement may also reject coal not conforming
to quality requirements in regard to ash and sulphur content if the coal shipped repeatedly fails
to conform to these requirements until the buyers have received adequate assurance based on testing
results that the coal tendered for delivery will meet content standards. If such coal fails to meet
certain other specifications in two consecutive shipments, the buyers must accept such coal but only
at a penalty to be neeotiated. If the next succeeding shipment fails to meet such specifications, the
buyers may reject such shipments unless a reduced price is negotiated. In the event of a failure to
successfully negotiate such price, the buyers may terminate the Coal Sales Agreement

On December 19, 1974, Cerro's subsidiary borrowed from the buyers under the Coal Sales
Agreement $35 million at an interest rate of 9.5% per annum. The loan is secured by certain of
the assets of Fetterolf. Repayment of the loan is to be made in semi-annual installments over a ten-
year period commencing December 20, 1977. Cerro has used a portion of the proceeds of the loan
to finance the purchase of Fetterolf and will use the balance to expand the existing facilities as
described below. Cerro has guaranteed delivery by its subsidiary of one million long tons of coal
in the first full fiscal year of the Coal Sales Agreement. Cerro's subsidiary has the right under the loan
agreement to suspend debt service for up to one year should it be unable to ship coal to the buyers
as a result of an event of force majeure as set forth in the Coal Sales Agreement. In addition, damages
resulting from a breach of the Coal Sales Agreement by the buyers may be offset against payments
due under the loan agreement.

At the time of acquisition by Cerro's subsidiary. Fetterolfs underground and strip mining opera-
tions were able to produce approximately 650,000 short tons per annum. Expansions are now under
way to increase mine production to 1.3 million short tons a year at an estimated capital cost of
$13.5 million.

Fetterolf owns or leases approximately 21,425 acres of coal lands located in western Pennsylvania.
Under the terms of most of such deeds or leases Fetterolf has the right to remove and take title to
coal in certain soecified seams in such coal lands but usually does not have title or the right to
possession of surface of such lands. In addition, in most cases the right to remove other minerals
or coal from other seams has been reserved to the grantor. In addition, Fetterolf owns or leases
surface rights to approximately 600 acres of land on which are located or are to be located existing or
proposed mine mouths and various structures, such as offices, storage and work sheds, and the coal
preparation plant referred to above. Management believes that the material deeds and leases held by
Fetterolf are on terms sufficient for their intended uses.

At present, all of Fetterolfs underground mines are operated under contract by the G.M.&W.
Coal Co. In order to assure a continued operation by a qualified underground mining organization,
an option has been negotiated to purchase the G.M.&W. Coal Co. and its sister company, Delta
Mining, Inc. for a net price of $7.3 million.

The coal preparation plant at Boswell, Pennsylvania, which is also the location of Fetterolfs execu-
tive and administrative offices, can at present process coal sufficient to produce about 1 million short
tons of dean coal per year. This facility is now in the process of being expanded to 1.4 million short
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tons a year at a cost of -SI.2 million. Included in the work is a provision for new stacking Lind reclaim-
ing equipment to facilitate the loading of railroad coal cars. The expanded coal preparation plant is
expected to be fully operational by the end of 1973.

Coal produced by Fetterolf is transported primarily by rail and also by trucks. Rail cars are
in short biipply from time to time and the unavailability thereof could have an adverse impact upon
Fetterolf's operations and its ability to comply with the Coal Sales Agreement.

Fetterolf competes with numerous producers, some of whom are substantially larger, and has
only a small share of the market. In addition, there are Iar?e reserves of metallurgical coal owned
by steel companies which may be brought into production if the price of metallurgical coal remains
high.

Fetterolf is subject to State and Federal legislation prescribing mining health and safety standards.
The Federal Coal Mine Health and Safety Act of 1969 ("the Act") imooses strict health and safety
requirements and grants to Federal Mine Inspectors a great amount of discretion. Violation of the
act may result in fines and/or criminal penalties and empowers the Bureau of Mines to close coal
mining operations. While officials of Fetterolf believe they will be able to substantially comply with
the Act, the standards and requirements imposed thereby are likely to result in significantly increased
operating costs and capital investments.

Fetterolfs operations are subject to environmental regulations imposed by the Federal Govern-
ment and the Government of the Commonwealth of Pennsylvania. Such regulations include water
quality and surface mining regulations which affect operations at Fetterolfs mines. In addition,
Fetterolfs underground mines are subject to regulations relating to subsidence of the surface as a
result of undermining. Compliance with water quality regulations and surface mining regulations,
(and in particular, requirements to reclaim strip-mined land) have and will result in substantially
increased operating costs.

Cerro Spar Corporation

Cerro, through a subsidiary, Cerro Spar Corporation ("Cerrospar"), is the operator and manager
of, and has a 70% interest in, a joint venture which began construction of a fluorspar mine and milling
operation in western Kentucky in June 1972. The project was completed in mid-year 1974 at a
cost to the venture of $6.7 million.

Start up problems and certain underground mining conditions resulted in unsatisfactory operations
in 1974. Once these problems are overcome, the mine is expected to produce at an annual rate of
56,000 tons of acid-grade fluorspar. Indicated and inferred ore reserves of the mine are believed
sufficient for a mine life of nine years based on the stated rate of production. The two principal uses
for fluorspar are in the production of hydrofluoric acid by the chemical industry and as a flux in the
steel industry. Cerrospar expects to sell its product principally to the chemical industry.

The fluorspar business in the United States receives competition from both European and
Mexican producers. However, Cerrospar's principal competition is from Mexico due to the shipping
advantage over the European producers.

Zidani Asbestos Mine Project

In northern Greece, pilot-processing tests were concluded on asbestos ore from the Zidani asbestos
deposit located near Kozani. The 1974 test work succeeded in establishing a specialized processing
flow sheet particularly well adapted to Zidani ore. The results of all work performed at the property to
date, together with up-to-date construction and operating costs as well as a revised financial projection,
were assembled and incorporated into a techno-economic study which is now under review in Greece.
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The mining rights to the Zidani asbestos deposit are held under long-term lease by a 71.25^ owned
Creek subsidiary of Cerro. The remaining interest is held by the Hellenic Industrial Development
Bank S.A. ("ETBA"), an agency of the Creek Government, which provided funds for the field work
and related studies performed in 1974.

The techno-economic study confirms the feasibility of developing and constructing facilities with
capacity to produce 100,000 metric tons of milled chrysotile asbestos a year in commercially usable
fiber groups. Total new funds required, including initial working capital but excluding approximately
52 million expended on pre-construction expenses, were estimated in 1974 at S45.4 million.

As now conceived, Cerro would retain a 51% equity interest in the Creek subsidiary and the
remaining equity interest would be held by several Creek corporations, including ETBA, and possibly
another investor. The Zidani property is believed to be well situated for supplying the markets for
asbestos fiber in Europe, North Africa and the Middle East Approximately &Q% of the asbestos
fiber which would be produced by the Greek subsidiary would be exported from Greece, and the
remainder sold within Greece. A decision as to whether or not to proceed with this project is expected
to be made in 1975 and will depend upon a number of factors, principally the availability of financing
on acceptable terms.

INVESTMENTS

Southern Peru Copper Corporation

Cerro has a 22Vt% interest in Southern Peru Copper Corporation ("S.P.C.C."). S.P.C.C. holds
concessions covering two mines, Toquenala. in operation, and Cuajone, under development, both
located inland from the southern port city of Ilo, Peru.

In 1974 S.P.C.C. had sales of approximately $187.9 million and net income of approximately
$40.5 million, compared with sales and net income in 1973 of approximately $215.7 million and $61.3
million, respectively. The decline in sales and income was principally due to lower copper prices
and increased fuel costs.

S.P.C.C. entered into a bilateral agreement with the Peruvian Government dated December 19,
1969 as a result of which S.P.C.C. is developing the Cuajone orebody and constructing ancillary
facilities. The complete cost of this project is estimated to be approximately $620 million, including
$70 million of interest charges to be capitalized during construction. At December 31, 1974. $345
mi/lion had been invested, primarily from cash throwoff from S.P.C.C.'s operations. In 1972 S.P.C.C.
suspended dividend payments to permit such re-investment

The bilateral agreement requires minimum annual expenditures and the entire project must be
completed by December 1976 but may be extended beyond that time for delays covered by force
majeure. The bilateral agreement provides that failure to maintain the investment program or com-
plete the project as scheduled in the absence of force majeure will result in termination of the con-
cession for the Cuajone mine.

S.P.C.C. announced on January 5, 1975 that funds for completion of the project will become
available in 1975 under loan agreements totalling S404 million and involving 54 different lending
institutions. In connection with such loan agreements, Cerro and the other stockholders of S.P.C.C.
incurred certain contingent liabilities, as set forth below.

A Peruvian joint venture was established to operate the project. S.P.C.C. (with equity of 88.4%)
will manage the project while Billiton, N.V. (a Netherlands company with 11.6% equity) will assign
senior engineers to S.P.C.C. for work on project development and on subsequent mining and pro-
duction operations.

Cuajone is scheduled for start up late in 1976 with an annual production capacity of 170,000 short
tons of blister copper. Reserves are estimated at 468,000,000 tons of sulphide ore averaging slightly
over 1% copper.
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In connection with such financing arrangements, upon commencement of production from the
Cuajone deposit, estimated for late 1976. Cerro could, in the event of the occurrence of certain con-
tingencies not under the control of S.P.C.C., be required to return all or part of any cash divi-
dends which may be paid by S.P.C.C. to Cerro during the period commencing six months prior
to such commencement of production by S.P.C.C. at Cuajone, and continuing approximately until
certain loans involved in such financing arrangements are repaid. Such repayment must be com-
pleted by 1987. In addition, Cerro would also be liable during the period of recoupment of S.P.C.C.'s
investment in the Cuajone project to pay for the value of certain blister copper from such project
contracted to be purchased by Cerro from S.P.C.C. even though such copper may not be delivered;
as a result of this contractual provision. Cerro's maximum liability is estimated not to exceed S5.000.000.
Recently, certain stockholders of S.P.C.C. arranged for an option to place in effect on or before
October, 1976, insurance against the foregoing contingent liabilities with Lloyds' Underwriters for a
period of one year. Cerro's share of the face amount of such insurance is approximately S1.8 million
and its share of the cost of the option and premium is approximately $50,000.

Chile

On July 16, 1971, the Government of Chile nationalized the msjor American copper mining opera-
tions in the country, including Compania Minera Andina S.A., a Chilean corporation ("Andina"), 70%
owned by Cerro with the remaining 30% owned bv Corporacion del Cobre ("Codelco"), a Chilean
Government agency. Andina owned and operated the Rio Blanco copper mine which came into com-
mercial production at the time of the nationalization.

The total investment of Cerro in Andina consisted of approximately $14,700,000 of equity con-
tributions and 521,000,000 in loans (including accrued interest and miscellaneous items) evidenced by
subordinated notes payable by Andina. In addition, as of February 28, 1974 Andina owed Cerro
approximately $5,600,000 in interest on such notes which had not been recorded by Cerro.

As of February 28, 1974, the Government of Chile issued decrees and the Government and Cerro
signed agreements providing for compensation for the expropriation of Andina.

Under these compensation arrangements, Cerro received a cash payment at the time of signing,
in the amount of $3,223,000 and a total of 838.633,794 in two series (Series A and Series B) of serial
notes payable semi-annually to start September 1, 1974 and to terminate on September 1, 1990. The
notes bear interest at 9.165% per annum, free of Chilean taxes and are guaranteed by the Central
Bank of Chile. Payments (included interest) on the notes due on September 1, 1974 and March 1,
1975, each in the amount of $2,700,000 were duly received,

Cerro now reflects its former investment in Andina in Notes Receivable.

In addition, Cerro has the right to the proceeds from certain copper bearing materials produced
in Chile, which cannot be processed in Chile and which are outside normal Chilean production and
exports. Under this arrangement, as Cerro locates buyers for these materials, the proceeds are applied
to the prepayment of the notes (pari-passu as between Series A and Series B), in inverse order of
maturity. Notes to be so prepaid are discounted at a rate of 9%% per annum from the normal due
date to the date of such prepayment Cerro has the right to materials of this type to the extent available
until the full amount of the notes has been paid. Cerro's interest in this material is for the sole purpose
of accelerating prepayment of the indebtedness and Cerro will not derive additional revenues from
such materials.

Through March 21, 1975, Cerro had collected $5.6 million in prepayments and $5.4 mill-ion in
payment of regular maturities. The most remote maturity outstanding on both Series of notes is now
March 1, 1984.
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On July 16. 1974, Cerro entered into a Guaranty Asreement with Overseas Private Investment
Corporation whereby the latter agreed to guarantee S12.1 million of Series B notes. The guarantee
applies to each of the Series B notes, pro rata, with interest at 7.26% and it is reduced as each of the
notes is paid.

Peruvian Affiliates

In 1974. Cerro received net dividends of S7S2.000 from its Peruvian industrial and min<ne affiliates
and an additional S354.000 in net dividends from its consolidated subsidiary, Industrias de Cobre. S.A.,
a manufacturer of electrical wire and cable. In 1973, Cerro fully reserved for its entire investment in
those affiliates and the subsidiary.

Compensation for Expropriation of Cerro de Pasco Corporation

In December 1974, Cerro received from the United States Government S10.0 million plus interest,
representing the final installment of the S6S.O million paid by Peru as compensation for expropriation
of Cerro de Pasco Corporation. The $10.0 million had been paid to the United States by Peru in
February 1974.

Savage River Corporation (Northwest Iron Co. Ltd.)

Through its 24% equity position in Northwest Iron Co., Ltd. ("Northwest"), Cerro holds an
approximate 12% interest in Savage River Corporation, a joint venture operating iron mining and
pelletizing facilities in Tasmania, Australia. Besides Cerro, the owners of Northwest include Pickands
Mather & Co. as operator and 48% owner with the balance distributed among a number of institutional
investors.

Cerro and Pickands Mather 4 Co. have agreed to advance sufficient funds to maintain Northwest's
working capital at a level of $300,000 until certain of its outstanding indebtedness, totalling approxi-
mately S31 million, has been repaid; such repayment is scheduled for 1983. Cerro advanced 5247,000
in 1971 for this purpose. No advances' were required in 1972. 1973 or 1974. Cerro's share of the
owners' contingent liability amounted to approximately $7.3 million at December 31, 1974 as compared
with SS.8 million at December 31,1973.

In 1974, Northwest reported net income of $1.9 million, including an extraordinary credit of
$900,000 on net sales of $16.8 million. In 1973 Northwest recorded net income of $1.8 million, includ-
ing an extraordinary credit of $800,000, on net sales of $13.3 million.

In 1973, Cerro fully reserved for its investment in Northwest

(b) COMPETITION, BACKLOG, MATERIALS AND SUPPLIES, FRANCHISES,
RESEARCH, EMPLOYEES AND ENVIRONMENT*

(1) Competition

Manufacturing Group — The fields in which Cerro's manufacturing divisions operate are intensely
competitive. Although Cerro is a major producer in its fields, a number of the major competitors of
Cerro are fully integrated and have captive sources of copper which equal or exceed their fabricating
and manufacturing capacities. Each of Cerro's manufacturing divisions is dependent on non-captive
sources of supply.

(a) Cerrocu — There are approximately 25 primary and redraw domestic copper tube companies
with which Cerrocu competes. All of these companies have capacity substantially in excess of demand, a
condition aggravated by substantially reduced demand in the second half of 1974 Cerrocu attempts

• For a discussion of these matters as they affect the Mining Group, se« the text under the heading
"Mining Group" at p. 10.
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to compete in the areas of price and service by maintaining regional warehouses for its product lines
and using its own sales force, in the sale of electrolytic copper cathodes, Cerrocu competes \vith all
copper refiners.

(b) Cerrou'ire — There are a large number of competitors with which Cerrowire competes, no
one of which necessarily produces the same product line. Therefore, its competitive position varies
with each type of wire and cable produced by this division. Generally, conditions continued to be
highly competitive in 1974, particularly during the last quarter of the year.

(c) Cerrocom — There are approximately 6 major competitors with which Cerrocom competes, no
one of which necessarily produces the same product line. Therefore, its competitive position varies
with each product produced by this division. Generally, conditions continued to be highly competitive
in 1974, particularly during the last quarter of the year.

(d) Cerromet — There are 7 major competitors producing substantially similar products as Cerro-
met as well as over 100 foreign and domestic companies competing in various lesser degrees with all
products produced by this division. The division competes on the basis of quality of its products
and advantageous geographic locations. During the second half of 1974, the division experienced a
substantial decrease in demand for its rod and fabricated parts products. This decrease in demand
has not yet abated.

(e) Golconda — Golconda is subject to intense competition from a large number of firms in each
of the fields in which it is engaged. Competition varies from older and larger firms having greater
financial resources than Golconda to small local and regional competitors which have advantages
deriving from proximity to local markets.

Real Estate Group — The housing industry is highly competitive. Leadership is one of many
national home builders and competes with numerous builders (national, regional and local) of both
single and multi-family residences in every area where its developments are located. Competition is
based primarily on design, location and price. Although it is impractical to estimate the number of
companies with which Leadership competes, there are competitors which are larger, more experienced
and have greater financial resources.

Generally the single family developments in Florida have been designed as "adult communities"
and homes were typically sold to retired individuals living on fixed incomes. During 1974, the ability
of such persons to obtain mortgages was impaired by the high interest rates, as well as their ability to
find buyers for the homes they were living in, prior to moving to Florida. Recently, Leadership has
attempted to increase its market in Florida for sale to younger families.

Trucking Group — Competition for freight, within the geographic market in which ICX operates,
is intense from competing trucking companies as well as other modes of transportation. Based on the
latest available industry statistics, ICX was among the 50 largest General Commodities Common
Carriers in terms of gross revenues.

(2) Principal Customers

Neither of the Manufacturing, Real Estate, nor Trucking groups is dependent on a single cus-
tomer, or a small number of customers, the loss of which would have a materially adverse effect on
nny such group.

(3) Backlog of Orders

The dollar backlog of orders believed to be firm at December 31, 1974 was substantially reduced
from that at December 31, 1973, particularly in the Manufacturing Group; with the exception of the
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New Haven plant of Cerrowire, however, the amounts of such orders are not considered significant
to an understanding of any of the principal groups of Cerro, other than the Real Estate Croup. As
at December 31, 1974 the New Haven plant had a backlog of orders believed to be firm of S1S.6
mill ion compared with S7.4 million at December 31, L973. As nt December 31, 1974, Leadership had
a backlog of orders for single family homes believed to be firm amounting to S16 million compared
u ith S62 million at December 31, 1973. As a common carrier, ICX has no long term agreements with
customers, and therefore has no backlog of orders.

(4) Sources and Availability of Raw Materials
Manufacturing Group — Cerro's Manufacturing Group depends for raw materials (principally

copper) used in production of copper and brass mill products, electrical wire and cable products on
non-captive sources of supply, including purchases from United States, Canadian and other foreign pro-
ducers of primary copper, from Cerrosales, from scrap dealers and customer generated scrap. Copper
produced by the expropriated operations in Peru was not recently used as a major source of copper
for Cerro's manufacturing operations, and therefore the loss of Cerro de Pasco Corporation has not
had a direct effect on the availability of supplies for the Manufacturing Group. Copper is purchased
in the United States at U.S. producer prices, at dealer prices and at scrap prices.

A renewal of the fuel shortage could result in a significant increase in all energy costs and in the
costs of materials produced by the petro-chemical industry. The Cerrowire and Cerrocom divisions
use a substantial amount of petro-chemical products such as polyethylene, neoprene and poly-
vinyl chloride in the manufacture of its wire and cable. Renewal of a shortage of such products as
occurred in the last half of 1973 could again cause some curtailment of output. Production of wire and
cable was somewhat curtailed duringMhe first nine months of 1974 because of a shortage of raw mate-
rials, primarily copper, steel, plastic resins and plasticizers.

Real Estate Group — Leadership is dependent for construction materials on independent local and
regional suppliers in the building supplies business. During 1973 and the early part of 1974, Leader-
ship experienced periods in which certain construction materials were either in short supply or not
available at the times required by it. During 1973 Leadership instituted a policy of stockpiling those
materials critical to scheduled construction in order to offset the effect of periodic shortages. During
1974 supplies required by Leadership were provided from material previously stockpiled and from its
regular sources of supply. In 1974, therefore, Leadership encountered no shortages of materials. How-
ever, the cost of virtually all the materials used by Leadership increased substantially, and because of
existing contracts, Leadership, in most instances, was unable to pass on such cost increases to its buyers.

Trucking Group — ICX operates both diesel and gasoline fueled trucks. The primary source
of fuel is the major oil companies and some independent oil suppliers. In order to avoid the effects
of temporary fuel shortages, during 1974 ICX added storage capacity for the purpose of maintaining
an adequate supply of fuel. In addition, two transport tankers were purchased for the purpose of
moving fuel into areas of short supply. The cost of the foregoing was not material to ICX. The impact
of fuel rationing and/or the imposition of levies on foreign oil cannot be predicted at this time.

The cost of fuel continued to increase during 1974 so that such costs aggregated approximately
5.4 percent of lex's total costs for 1974, as compared with approximately 3.1 percent for 1973. During
the first half of 1974 rate relief was granted in the form of a temporary surcharge, and permanent rate
increases were granted during the year. However, such increases were not adequate to offset completely
the increases in fuel and labor costs.

(5) Licenses, Patents and Trademarks
Cerro has no material patents, trademarks, licenses, franchises or concessions held which are

important to its business, except in the case of ICX, which operates under the regulation of the
Interstate Commerce Commission and various State regulatory agencies. ICX believes that it is in
compliance with all authorities, franchises and licenses granted by all applicable regulatory agencies.
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(6) Research and Development; Exploration

Cerro expended a total of approximately $700,000 in 1974 and approximately $900,000 in 1973
in mineral exploration activities and research and development in respect of new products and
improvements of existing products. All of the foregoing expenses were company sponsored.

(7) Environmental Matters

Compliance with Federal, State and local provisions regulating the discharge of materials into
the environment, or otherwise relating to the protection of the environment is not expected to have any
material effect upon the capital expenditure, earnings and competitive positions of Cerro's Manufac-
turing Group, its Real Estate Group or its Trucking Croup.

(8) Employees

As at December 31,1974, Cerro had a total of 8,579 employees.

(c) INFORMATION AS TO CONTINUING LINES OF BUSINESS

The sources of Cerro's sales and earnings (losses) from continuing operations, before allocation
of corporate administrative expenses and interest expense and before income taxes and extraordinary
items, in each of the past five years were approximately as follows:

Metal manufacturing
Real estate
Trucking
Mining

Sale*

1974

$567,412
96,006
73,466

1973 19711972
(9 in Thousand!)

$417,802 $301,597 $273,455
159,949 114,668 52,634
58,856 11,756(1) —

21,446(1) —

$758,330 $636,607 $428,021

1970

$300,761

21,388(1)

$326,089 $322,149

Earning (Loue«) from Continuing Operation!
1974

46,414
13,606)
4,970
10,230(1)

11,177

59,185

1973
(i

$ 34,111
11,884
5,550

4,698

$ 56,243

1972
1 in TbootuA)
$ 18,584

5,609
1,183(1)

3,482
2,170

$ 31,028

1971

$ 9,793
(2,879)

6,615
2,670

$ 16,199

1970

$ 6,175
(898)(1)

7,834
3,046

$ 16,359

Metal manufacturing $ 46,414
Real estate (13,606)
Trucking

Mining
Dividends from Southern Peru

Copper Corp.

Other

(1) Year of acquisition or start up.

The lines of business above are grouped based upon the raw materials utilized, products produced
or services rendered.
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ITEM 2. SUMMARY OF OPERATIONS

The following sets forth the consolidated statement of earnings of Cerro Corporation and Consoli-
dated Subsidiaries for the years 1970 through 1974:

.Net sales

Other revenue, net (Note B)

Cost of products sold
Selling and administrative expenses
Interest cost accrued
Less: Interest capitalized (Note I)
Depreciation and amortization

Earnings horn continuing operations before taxes . ..
Income taxes (Note C)

Earnings from continuing operation*
Earnings from discontinued operations (Notes C

and D)

Earnings before extraordinary items
Extraordinary items (Notes C, D and E)

Net earnings

Earnings per Common Share (in dollar*)*:
Continuing operations
Discontinued operations

Earnings before extraordinary items
Extraordinary items

Net earnings

Dividends (represents historical dividends paid):
Cash
Stock

* Based on the weighted avenge number of shares
outstanding during each year as adjusted for stock
dividendslThousaadt of shares) (Note j)

1974
(1

1973
in Thousands)

1972 , 1971
( fiat covered or Auditors'

$738,330
23,571

781,901

661,886
57,206
23,301
(8,461)
8,692

742,624

39,277
(23,390)

15,927

—
15,927

$ 15,927

$2.01

2.01

$2.01

$1.05

$636,607
• 21.268

657,875

549,832
58.933
17,598
(5,962)
8,722

627,121

30,754
(15,376)

15,378

33.783

49,161
(45.550)

* 3.611

$1.86
4.08

5.94
(5.50)

* .44

$ .75

$428,021
14,817

442,838

373,277
38,364
13,336
(3,558)
4,845

426,264

16,574
(7,512)

9,082

10,626

19.688
(1.924)

1 17,764

$1.07
1.26

2.33
(.23)

$2.10

$ .60

$326,089
16.786

342,875

300,713
32,477
8,427

(2.490)
3,679

342,806

69
2.210

2,279

353

2,632
(988)

1 1,644

$ .27
.04

.31
(.12)

$ .19

$ .80
5%

1970
Report)

8322,149
14,776

336,925

303,996
20,887
5.329

(1,086)
3,810

332,936

3,989
756

4.745

12,221

16,966
(2,888)

$ 14,080

$ .56
1.43

1.99
(.34)

$1.65

$1.60
5%

7.925 8,273 8,464 8,463 8,511

See Notes to Financial Statements (numerical references) and
Notes to Summary of Operations (alphabetical references)

19
LS 001176

MARGRP CDAdm-1467



CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Yean Ended December 31

Balance at beginning of year
Add:

Reappraisal surplus (Note 11)
Consolidation adjustments related to minor-

ity shareholders' equity in Leadership
Housing. Inc. .

Net earnings
Cash dividend*
Transferred to common stock and paid-in capital ror

5% stock dividend

Balance at end of year

1974

5134,323

1973 1972 1971 1970
( Not covered by Auditors' Report)

($ in Thousands)
5103,939 $ 90,750 S103.179 J112.591

52,939 — — —

15.927
(8,315)

—
61,935

3,611
(6,186)

—
$154.323

503
17,764
(5,078)

—
1103,939

1,644
(6.770)

(7,303)

$ 90,750

14.080
(12.965)

(10,527)

$103.179

CONSOLIDATED STATEMENT OF PAID-IN CAPITAL

Tears Ended December 31

Balance at beginning of year
Excess of fair value over par value of common stock

issued as stock dividend*, (1970 — 397,228 shares;
1971 — 417,291 shares)

Excess of cash received over par value of common
stock issued upon exercise of stock options (1970 —
4,049 shares; 1971 —1,118 shares; 1973 — 15,407
shares)

1974

S 178,218

1973 1979 1971 1970
(Not covered by Auditon'Report)

(9 in Thousands)
$178,084 $178.084 $172,159 $162,916

134

5,912

13

9,202

41

Balance at end of year ... $178.218 $178,218 $178,084 $178,084 $172,159

See Notes to Financial Statements (numerical tefeiences)
and Notes to Summary of Operations (alphabetical references)
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NOTES TO SUMMARY OF OPERATIONS

A. Consistency of Accounting

Extraordinary items for the years 1970-1972 include items which under the provisions of Accounting
Principles Board Opinion 30, effective in October 1973, would have been included in the determination
of earnings from continuing operations or from discontinued operations. Opinion 30, however, prohibits
restating prior year financial statements for consistency with 1973 and subsequent periods. Had the
accompanying Summary of Operations been restated, however, earnings would have been as follows:

(J in Thousands)

Earnings (loss) from continuing operations
Earnings from discontinued operations
Extraordinary items

Net earnings

1972

$ 7,412
7,550
2,802

$17,764

1971

($ 519)
353

1,810

$1,644

1970

$ 3,183
10,897

—
$14,080

Net earnings as reported in the Summary of Operations are unchanged.

B. Other Revenue, Net

In addition to other items, other revenue, net includes dividends from Southern Peru Copper
Corporation, a 22"/4%-owned affiliate, accounted for on the cost basis, and the following:

(I in Thomandi)

Southern Peru Copper Corporation

Interest on marketable securities . .

Other interest income

Joint venture income

1974

$ —

$ 6,154

$10,662(1)

$ 1,883

1973

$ —

$4,244

$5,863

$4,252

1973

$3,482

$1,249

$4,030

$ —

1971

$6,615

$1.366

$1,807

$ —

1970

$7,834

$ 939

$ 211

$ —

(1) Includes in 1974, $2,878,000 applicable to the Chilean Notes and $526,000 relating to the
receivable from the U.S. Government

C. Income Taxes

Income tax expense (benefit) consists of the following:

Currently payable:
United State* ............. $ 2,312*
Foreigjt. ................
State r; ..................

Deferred-
United States ............. (10,273)
Foreign ..................

Future tax benefit ............. 28,503

* Adjustment in 1974 to conform to 1973 tax return as filed.
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1974

2,312*
607

4,201

10,273)

—28,503

23,350

1973

$ 4,618
36,788

842

10,020

—(64,800)

($12,532)

1972

($ 236)
6,591
1,475

(844)
1,372

—
$8,358

1971

($3,255)
389
846

(351)
820

—
($1,551)

1970

($ 356)
8,746
1,429

(3,111)
2,229

—
$ 8,937
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Income-tax expense (benefit) has been allocated as follows:

Earnings from continuing opera-
tions:

United States
State and foreign . . . .

Earnings from discontinued op-
erations

Extraordinary items

1974

S1S.342
4,808

23,350

(8 in Thomands)
1973

$14,534
842

15,376

36,892

(64,800)

1972 1971

7,512 (2,210)

474

185

1970

56,037 ($3,056) (S 2,185)
1,475 848 1,429

(756)

10,975

(1,282)

$23,350 ($12,532) $8,358 ($1,551) $ 8,937

For financial statement purposes, the full tax benefit of $64,800,000 applicable to the Cerro de Pasco
expropriation loss (Note E) was recognized in 1973 because of the non-recurring nature of the loss
and Cairo's virtual certainty of utilizing such benefit over the carry-forward period allowed by the tax
statutes. Cerro's future tax liability will be reduced by the expropriation loss tax benefit

Deferred tax expense results from tuning differences in the recognition of revenue and expense for
tax and financial statement purposes. The sources of timing differences in 1973 and the tax effect of
each were as follows ($ in Thousands):

Real estate operations — principally use of installment sales method for
tax purposes and deduction of interest costs which are capitalized for
financial statement purposes

Financial statement expenses — principally reserves for investments and
expenses not currently deductible for income tax purposes

Income taxed in prior years and recognized currently for financial state-
ment purposes

Other, net

$ 8,922

(5,393)

4,903
1.588

$10,020

The deferred tax liability at December 31, 1973 was eliminated in 1974 as a result of the expro-
priation loss.

The 1974 tax provision of $23,350,000 represented an effective tax rate of 59.4% as follows:

Computed "expected" federal tax rate
Capital loses with no current tax benefit
Goodwill amortization not deductible for tax purposes
State and local income taxes net of Federal income tax benefit
Other, net

Percent*
Income

48.0%
3.3
1.8
5.6
0.7

Tax provision ..................................................... 59.4%

The 1973 tax provision of $15,376,000 represents an effective tax rate of 50.0% of pre-tax earnings
from continuing operations.
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D. Discontinued Operations

The table below shows the profits or losses that were recorded from operations that have been,
expropriated, sold or liquidated.

(t in Thousands)
1973 1972 1971 1970

Income (loss) from operations of discontinued busi-
nesses, net of applicable income tax:

Cerro de Pasco $30,111 $13,740 ($ 429) $11,669
Atlantic Cement 1,536 1,469 1,435 532
Stereo Tape Club — (4,583) (653) —

Gain on sale of investment in Atlantic Cement 2,116 — — —

Total $33,783 $10,628 $ 353 $12,221

CERRO DE PASCO CORPORATION

The Government of Peru expropriated Cerro's wholly-owned subsidiary, Cerro de Pasco Corpora-
tion (Cerro-Peru) which resulted in a financial statement loss, after compensation but before tax
benefit, of $110,350,000 in 1973. The tax lost on the expropriation after adjusting the financial statement
loss primarily for non-tax deductible pensions and severance reserves was approximately $135,000,000.
On February 19,1974, based on an agreement between the Governments of Peru and the United States,
Cerro received $58,000,000, including repatriation of 1973*s net earnings from Peru. The net after tax
loss from expropriation, reflected as an extraordinary item in the accompanying 1973 financial state-
ments, is $45,550,000 or $5.50 a share (Note E). In December 1974, Cerro received a final payment
of $10,000,000 with interest of $526,000 from funds paid by Peru to the U.S. Government as part of a
lump sum settlement agreed by the U.S. and Peru.

ATLANTIC CEMENT COMPANY, INC. (ATLANTIC)

In June 1973, Cerro sold its 50% interest in Atlantic for $38,500,000 resulting in a gain of
$2,116,000. Cerro's equity in net earnings through the date of the sale was $1,556,000.

STEBEO TAPE CLUB OF AMERICA (STEREO)

The operations of Stereo had been unprofitable since its acquisition and in December 1972 Cerro
ordered termination of the business and liquidation of its assets.

E. Extraordinary Items

The following table shows the extraordinary items reflected in the Summary of Operations:

(I in Thousands)
1973 1978 1971 1970

Expropriation of Cerro-Peru* (Note D) ($45,550)

Write off of:
Stereo Tape Club of America* — ($3,076)
Goodwill at Cleveland, Ohio copper plant . . . . — — ($3,267)
Undeveloped mining concessions in Peru* . — — — ($1,324)

Write down of investment in Texas International
Petroleum Corporation — — — (882)

Net loss on disposal of machinery and equipment at
Stamford, Connecticut plant* — — — (680)

Reserve for investments — (1,650) (U59) —
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(lioThouwndi)
1973 1972 1971 1970

($45.550)
($5.50)

2,802
(81.924)
($.23)

526

1,102
1,810

($ 988) ($2,886)
($.12) (S.34)

Cain on insured casualty loss and sale of distribu-
tion station by Atlantic Cement

Cain on sale of mining concessions and oil lease-
holds' ,..

Utilization of net operating loss carry-forwards

Per share (in dollars)

* Net of taxes.

F. Business Combinations

During 1972, Cerro acquired approximately 80% of the outstanding stock of Behring Corporation,
which through a subsequent merger into a wholly owned subsidiary, became Leadership Housing, Inc.
In 1973, Cerro acquired all of the remaining outstanding shares of Leadership. The total cost of these
transactions was approximately $27,700,000, principally cash. The excess of the purchase price over
the book value of die shares acquired has been allocated equally to land and goodwill. The goodwill
portion is 'being amortized over forty yean.

On October 6, 1972, Cerro acquired all of the outstanding common stock of ICX for $21,501,000
paid in cash. The cost in excess of net assets acquired ($11,859,000) has been assigned to operating
rights and is being amortized over a forty year period.

On March 29, 1974, Cerro acquired 1,043,566 shares of common stock of Colconda Corporation
(Golconda) for cash of $9,753,000 and an additional 22,100 shares of common stock on April 19, 1974
for cash of $180,000. On May 3, 1974, Cerro commenced a tender offer to purchase all the remaining
outstanding common stock of Colconda at $8.375 per share net to the seller and all of the cumulative
preferred stock at $16.25 per share net to the seller. As a result of the tender offer, which expired on
May 29, 1974, Cerro acquired 1,345,759 shares of common stock and 281,635 shares of the cumulative
preferred stock at a cost of $16,600,000. In the aggregate, Cerro owns 86.6% of the common stock,
73.5% of the cumulative preferred, which is entitled to one vote per share, or 84.98% of the total out-
standing voting shares. The total cost of $26,600,000 has been allocated to the net assets of Colconda.

On September 25, 1974, Cerro through its newly established wholly owned subsidiary, Fetterolf
Coal And Construction, Inc., acquired the outstanding stock of M.F. Land Company, Inc., M. F.
Fetterolf Coal Company, Inc. and the partnership interests of D&F Trucking Company, collectively
referred to as the Fetterolf Coal Croup. The purchase price, which amounted to $33,995,000 in cash,
has been allocated to die net assets of the acquired Companies, principally coal mining properties.

These transactions were accounted for as purchases and die operating results of the acquired
companies were included in Cerro's earnings from the respective dates of acquisition.

Had die acquisition of Behring (Leadership) and ICX been consummated on January 1, 1971
and Colconda and Fetterolf on January 1, 1973, die pro forma combined operating results of Cerro
and these companies for 1971-1974 would have been as follows:

(I in Thousand!)

Sales and other revenue . . .

Earnings from continuing

Discontinued opentia&f
Extnordinuy item*

Net earnings $ 23,936

1974

Total

$834,784
— =•

$ 23.936

$ 23,936

Per
Sho*

$ —

13.02

$3.02

1973

Amooot

$724.095

$ 18.010
33.783

(43.550)

$ 6.243

Per
Share

$ —

32.17
4.08

(5.50)

$ .75

1978

Amount

$482.477

$ 10,593
10,628
(1,750)

$19,469

Per
Share

$ —

$1.25
1.28
(.21)

$2.30

1971

AmonDt

$419.303

$ 3,151
(6.005)
(7,098)

(1 9,952)

Per
Share

$ —

$ .37
(.71)
(.84)

($1.18)
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C. Pension Expense

Pension expense charged to earnings from continuing operations was $4,522,000, $3,162,000,
$1,970,000. $1,553,000 and $1,338,000 for the years 1974 to 1970, respectively.

H. Supplementary Earnings Statement Information

Supplementary earnings statement information is as follows:

(I in Thousands)
1974 1973

Maintenance and repairs .................................... $12,448 $12^09
Depreciation and amortization of property, plant and equipment. . 8,692 6,722
Taxes, other than income taxes ............................... 12,569 10,049
Rents ............................................ : ....... 8,987 5,716

NOTE: Royalties, advertising, exploration, research and product development costs were not sig-
nificant in amount

I. Interest Capitalization

It has been the practice of Cerro's real estate group to capitalize interest relating to obligations
incurred in connection with land, construction and land improvements. Management believes this
policy results in the most appropriate matching of costs and revenues. Had Cerro followed the policy
of expensing all interest as incurred, its consolidated net earnings would have been as follows:

Net Per

1974 .............................. $13,717 $1.73
1973 .............................. 2,052 .25
1972 .............................. 17,372 2.05
1971 .............................. 1,129 .13
1970 .............................. 13,522 1.59

J. Earnings Per Share

Outstanding stock options have not been considered in the computation of earnings per share.
Consideration of options would have resulted in less than 1% dilution or would have had an anti-
dilutive effect on earnings per share.

MANAGEMENTS DISCUSSION AND ANALYSIS OF THE
SUMMARY OF OPERATIONS

1971 vs. 1970

Cerro's metal manufacturing sales and profit margins in 1971 were affected by sharp declines
in free world copper prices from 82* per pound in 1970 to a low of 45^ in 1971. Pre-tax earnings were
$9,793,000 compared to $6,175,000 in 1970. Brass mill profits were also depressed by declining demand
and facilities operating below capacity in the early part of 1971.

Dividends from Southern Peru Copper Corporation (22%% owned by Cerro) were $6,615,000 in
1971 compared to $7,834,000 in 1970. These dividends were subject to a relatively low rate of United
States income tax.
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In June 1971, Cenro acquired Stereo Tape Club of America. A net loss of $653,000 was sustained
by this operation during the period June 1, 1971 to December 31, 1971.

The adoption and use in 1971 of more conservative accounting policies in the determination of
income from real estate transactions resulted in a pre-tax loss of 82,879,000 for Cerro's wholly owned
subsidiary, Leadership Housing Systems, Inc., which had completed its first full year of operations.
Sales in 1971 were 552,634,000 versus 521,358,000 in the last quarter of 1970.

For the year 1971, a tax benefit of 83,056,000 was recognized for U.S. income tax purposes through
the carry-back of losses to a prior year. Such losses relate principally to deductions from book income
and percentage depletion and intercorporate dividend received deduction.

During 1971, a number of extraordinary gains and losses were incurred with the net result that
losses exceeded gains by 8988,000 or 12 cents per share. See Note E to the Summary of Operations for
details.

1972 vs. 1971

Sales and earnings from continuing operations in 1972 increased over those of 1971 due primarily
to strong demand for copper products and productivity gains. Earnings before taxes from metal
manufacturing operations were $18,584,000, a 90% increase over the $9,790,000 reported in 1971.
Sales rose 10% to $301,597,000 from $273,455,000 in the prior year.

Real estate sales and earnings increased in 1972 to $114,668,000 and $5,609,000, respectively.
On February 1, 1972 Cerro acquired 65% of Behring Corporation for $13.6 million which together
with a former wholly owned Cerro subsidiary, Leadership Housing Systems, Inc., was merged on
September 1, 1972, into a newly formed company, Leadership Housing, Inc. (LHI). As a result of this
merger, Cerro owned approximately 80% of LHI.

In October 1972, Cerro acquired Illinois-California Express, Inc. (ICX) a major motor freight
carrier. For the last three months of 1972, sales and pre-tax earnings were $11,756,000 and $1,183,000,
respectively.

In December 1972, operations of the Stereo Tape Club of America were discontinued. Stereo sus-
tained an operating loss in 1972 of 84,583,000. The extraordinary net loss from liquidation was
$3,076,000. The net operating losses for 1972 and 1971 are reported in the Summary of Operations as
discontinued operations.

Dividends from Cerro's 22Vi percent interest in Southern Peru Copper Corporation were suspended
in the second half of 1972 to free additional funds for expansion of the Cuajone copper mine. Earnings
of S.P.C.C. continued at approximately the same rate as in 1971.

1973 vs. 1972

Sales in 1973 were $636,607,000, 49 percent higher than the $428,021,000 reported in 1972.

Metal manufacturing, with sales of $417,802.000 and pre tax earnings of $34,111,000 was the
largest contributor to the sales and earnings growth over 1972. These improvements reflect the signifi-
cantly higher selling prices and volume chat resulted from strong demand and shortages of fabricated
metal products throughout the world.

Effective January 1, 1973, Cerro adopted the First-In, First-Out (FIFO) method of valuing
metal inventories at one of its manufacturing plants which had previously reported on the Last-In,
First-Out (LIFO) basis. For comparative purposes, the Summary of Operations have been restated to
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reflect this change in accounting. The effect on net earnings per share for each of the years was as
follows:

FIFO LCFO
Basis Basis

1972 $2.10 $2.09

1971 19 .33

1970 1.65 2.19

Pre-tax earnings from trucking operations (ICX) improved 17% from the prior year with revenues
up 19%.

Real estate earnings increased over 1972 by 111% to 811,884,000 while sales increased 39%. There
were 2,342 single family homes and condominiums delivered during the year and 2,152 rental apart-
ment units. In addition, land sales of approximately $30,000,000 were substantially greater than
those of 1972.

In June 1973, Cerro sold its 50% interest in Atlantic Cement for $38,500,000 resulting in a gain of
$2,116,000. Cerro's equity in net earnings reported as a Discontinued Operation in the accompaning
Summary of Operations, through the date of the sale was $1,556,000.

On January 1, 1974 the Government of Peru expropriated Cerro's wholly owned subsidiary, Cerro
de Pasco Corporation (Cerro-Peru) which resulted in a financial statement loss in 1973 after compensa-
tion, but before tax benefit of $110,350.000. The tax loss on the expropriation after adjusting the-
financial statement loss primarily for non-tax deductible pensions and severance reserves was approx-
imately $135,000,000. On February 19, 1974. based on an agreement between the Governments of
Peru and ».he United States. Cerro. received $58,000,000, including repatriation of 1973's net earnings,
from Peru. In December 1974 Cerro received an additional $10,000,000 from the U.S. Government as
part of a lump sum settlement agreed to by the U.S. and Peru. The net after-tax loss from expropria-
tion reflected as an extraordinary item in the accompanying financial statements for 1973 is $45,550,000
or $5.50 a share.

1974 vs. 1973

Pre-tax earnings from metal manufacturing operations increased 36 percent over 1973 to $46,414,000
primarily due to stronger demand for most products, even though market conditions seriously slackened
in the last quarter of 1974.

The real estate operations sustained a substantial Toss in 1974 of $13.606,000 on sales of $96,006,000
which were down by $64,000.000 from the prior year. The loss is attributable to depressed housing
markets and increased building costs, as well as materially reduced land sales and the high cost of
financing.

Trucking operations experienced a slight reduction, 10 percent, in pretax earnings from the
prior year although revenues were up by 25 percent. Increased fuel and labor costs along with a
reduction in shipments were not fully offset by increased rate adjustments granted during the year.

Mining operations experienced a substantial increase in earnings and sales as a result of the
acquisition in September 1974 of the Fetterolf Coal Group. This segment of the operations had pretax
earnings of $10,230,000 on sales of $21,446,000. However, with the settlement of the coal strike and
lower steel production, it is not expected that the high level of earnings experienced in 1974 will be
maintained.
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ITEM 3. PROPERTIES'

MANUFACTURING GROUP

Cerros fabricating and manufacturing operations in the United States are carried on at ten
principal plant locations in seven states. Set forth below is the aggregate size and theoretical annual
productive capacity of each of these plants together with the approximate percentage of capacity
at which each plant operated during 1974.

Location

Division
Cerrocu

Sauget, III. .
cathode .. .
tube

Cleveland, Ohio

Ccrrowire
Maspeth, N. Y.
Syosset, N. Y.

copper rod
electrical m«

New Haven, Conn.
Mystic, Conn.*"

Cerrocom
Freehold, N. J.*"

Cerromet
Bellefonte, Pa.
Newark, Cal

Golconda
Chicago, 111."" ..

tube

Theoretical
Capacity

42,000 tons
55,500 tons
4,500 tons

72,000,000 Ibs.

Percent
Capacity
Operated

100 %
76 %
95 %

78 %

Floor Space
sq. ft.

750,000

217,000

626,000
274,000

allic tubing . . .
i

200,000,000 Ibs.
80,000,000 ft
9,000,000 Ibs.
8,000,000 Ibs.

62 %
99.6%
91 %
85 %

235,000
71,000

168,000,000 Ibs.
40,000,000 Ibs.

72 %
55 %

130,000

645,000
91,000

503,000

* For a discussion of the Mining Group's properties, see text under the heading "Mining Group"
at page 10.

•* During 1975, this property will be sold and its bare conductor manufacturing operations will
be transferred to a newly acquired plant at East Cranby, Connecticut; this plant will also be used for
the expansion of the insulating operations of die New Haven plant Estimated annual capacity of the
new plant: bare conductors — 8,000,000 Ibs.; insulated wire — 4,000,000 Ibs.

*** Theoretical capacity and percentage thereof are not meaningful to an understanding of the
business of these facilities due to the product mix produced and the constant changes therein.

Except for the Cleveland plant, of which 132,000 square feet are leased under leases expiring
December 31, 1980, renewable to 1995, all such plants are owned in fee (equipment leased at the
Freehold, New Jersey plant). Such leases contain options on Cerro's part to purchase the properties
and equipment covered thereby.

Golconda has five manufacturing facilities (including the Chicago, Illinois plant described above)
of which four are owned and one is leased, having a total area of approximately 809,000 square feet,
all of which are located in Illinois with the exception of its food service equipment plant located in
Michigan.
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REAL ESTATE CROUP

The major landholdings of Leadership, other than those presently under development with the
joint ventures, consist of 531 acres in Broward County, Florida; 3,900 acres in Tarpon Lake, Florida; 530
acres in Orange County, California; and an aggregate of 136 acres on Maui and Kauai, Hawaii In
addition, at the end of 1973, and the beginning of 1974, Leadership held, or was negotiating to acquire,
options covering substantial additional property in California and Hawaii. As the home-building
industry deteriorated in 1974, Leadership ceased negotiations to acquire options on additional property
and allowed other options to expire without exercise. The losses in 1974 attributable to the options
which expired aggregated approximately SI.2 million.

TRUCKING GROUP

At December 31, 1974, the Trucking Group owned eighteen terminals. In addition, seventeen
terminals were leased by the Trucking Group at an aggregate rental of approximately $789,000 per
annum. The leases on the terminals, one of which is on a month to month basis, expire at various dates
through December 31,1987.

The Trucking Group owns 270 road tractors, 462 converter gears and 1,663 road trailers. In
addition, the Trucking Group owns 825 pieces of local equipment consisting of pickup tractors, pickup
trailers, pickup trucks, service tractors and service trucks.

ITEM 4. PARENTS AND SUBSIDIARIES

The Marmon Group, Inc. (Michigan) ("Marmon"), owns 3,586,297 shares of the Common Stock of
Cerro, or approximately 45% of the outstanding shares. GL Corporation owns 100% of the outstand-
ing stock of Marmon and members of the Pritzker family are the beneficial owners of all of the out-
standing stock of GL Corporation. The Pritzker family, for this purpose, consists of the descendants,
and their spouses, of Nicholas J. Pritzker, deceased, including Messrs. Jay A. and Robert A. Pritzker
who are the Chairman of the Board and the President of Cerro, respectively.

Following is a list of certain subsidiaries of Cerro indicating the percentage of ownership by
Cerro of the voting securities, and the jurisdiction of incorporation, of each:

Percentage of State or Other
Voting Securities Jurisdiction of

Name of Subsidiary* Owned Incorporation

Cerro Sales Corporation 100 Delaware
Cerro Spar Corporation 100 Kentucky
Fetterolf Coal And Construction, Inc. 100 Delaware
Golconda Corporation 85 Idaho
Illinois — California Express, Inc.** 94 Nebraska
Leadership Housing, Inc. 100 Delaware
M. F. Fetterolf Coal Co., Incf 100 Pennsylvania
"M. F. Land Company, Inc-t 100 Pennsylvania

In addition, Cerro has a number of other subsidiaries, which considered in the aggregate as a
single subsidiary, would not constitute a significant subsidiary.

* Indicates subsidiaries included in consolidated financial statements.

•• ICX is a third-tier subsidiary of Cerro. The intervening subsidiary corporations are Cerro
Motor Express Corporation (100% owned by Cerro) and ICX Industries, Inc. (94% owned by Cerro
Motor Express Corporation).

t Wholly owned subsidiaries of Fetterolf Coal And Construction, Inc.
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ITEM 5. PENDING LEGAL PROCEEDINGS

As of March 27, 1975, there were no pending legal proceedings to which Cerro or any of its
subsidiaries is a party, or to which any of their property is subject, the results of which are likely to
be materially adverse to Cerro. In addition, there are no suits or proceedings pending or, to the
knowledge of Cerro, threatened, under any civil rights or environmental protection statutes, which,
in the aggregate, could have a materially adverse effect on Cerro.

ITEM 6. INCREASES AND DECREASES IN OUTSTANDING SECURITIES

The following information relates to the increases and (decreases) in the amount of equity secu-
rities of Cerro outstanding during the last fiscal year:

(1) Cerro Common Stock

Outstanding, December 31, 1973 7,947,867
Open market purchases (36,600)

Outstanding, December 31, 1974 7,911,267

(2) Options to Acquire Common Stock

See Note 10 of Notes to Financial Statements of Cerro Corporation and Consolidated
Subsidiaries.

(b) The following information relates to all securities of Cerro sold by Cerro during the fiscal
year which were not registered under the Securities Act of 1933, in reliance upon an exemption from
registration provided by Section 4(2) of that Act:

(1) Cerro Corporation Promissory Note to Golconda Corporation

Reference is made to the Cerro Form 8-K for the month of April 1974.

(2) Guaranty

On December 12, 1974 Cerro issued a guarantee to the European Coal and Steel Com-
munity ("ECSC") guaranteeing the indebtedness of Tubes Euro-Lens S.A. (TEL") a French
corporation and a 49.5% owned affiliate of Cerro, in an amount of up to 50% of the indebt-
edness of TEL incurred pursuant to a Loan Agreement of December 12, 1974 among TEL
and ECSC under the terms of which TEL has borrowed 42 million Lux. Francs (approxi-
mately $1,229,340 at March 18, 1975 exchange rates). The loan bears interest at a rate of
6.25% per annum for the period ending 5 years after the date of borrowing of the funds and
9.25% for the remaining period. The loan is repayable in 10 annual installments of 4,200,000
Lux Francs each, payable on January 15 of each year commencing 1979 and ending 1988.

In addition, some liability under French law may attach to Cerro for up to 50% of an
outstanding six-year loan of approximately $1.0 million to TEL in the event of default by
reason of the execution and delivery by Cerro of a certain letter of intent to the lending
institution.

ITEM 7. APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS;
MARKET PRICES AND DIVIDENDS

As of December 31, 1974, as reported by Irving Trust Company, Transfer Agent
Number of
Holden of

Title of On*

Cerro Corporation Common Stock 19,993
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The principal trading market for Cerro's common stock is the New York Stock Exchange.
The following table sets forth for the periods indicated the reported high and low selling prices
of Cerro common stock on the New York Stock Exchange, and the dividends paid per share of
common stock:

High -Low Dividend

1973

First Quarter $167/g $14% $.10
Second Quarter 16% 13% .20
Third Quarter 15% 12% .20
Fourth Quarter 17% 13 .25

1974
First Quarter $19% $13% $.25
Second Quarter 19% 14 .25
Third Quarter 19% 11% .25
Fourth Quarter 13V4 11% .30

ITEM 8. EXECUTIVE OFFICERS OF CERRO; DIRECTORS

(a) Listed below, as of March 27, 1975, are the names and ages of all executive officers of
Cerro Corporation and the positions and offices of Cerro Corporation held by each:

Jay A. Pritzker Chairman of the Board 52
Robert A. Pritzker President 48
Alan Wolflev Executive Vice President 51
H. Willis Higgs Vice President 57
Peter D. Weisse Vice President 45
Michael D. David Vice President 59
Paul J. Bennett Vice President and Controller 38
S. Roy French, Jr.* Vice President and General Counsel • 45
J. Hugh Murphy* Secretary and Assistant General Counsel 43
Robert F. Long* Treasurer 33

0 Messrs. S. R. French, Jr. and J. H. Murphy resigned their positions with Cerro, effective April
30, 1975. R. F. Long resigned as Treasurer of Cerro effective upon the completion of certain specified
duties. Mr. Kenneth D. Archer, 35 years of age, has been designated to succeed Messrs. French and
Murphy, subject to the approval of Cerro's Board of Directors. Mr. Archer has been Assistant Counsel
of Cerro since November 1973. From December 1970 until November 1973 he was Associate Counsel
of GAP Corporation, a diversified manufacturer of chemicals, photographic products and building
materials. Prior thereto he was associated with the New York law firm of Shearman & Sterling. As of
March 27, 1975, the successor to Mr. Long has not been chosen.

Messrs. Jay A. Pritzker and Robert A. Pritzker are brothers. There are no other family relationships
among the executive officers of Cerro.

(b) Business experience of each executive officer during past five years:

JAY A. PRITZKEH

Mr. Pritzker became a director of Cerro in March 1974 and Chairman of the Board of Cerro in
February 1975. He is presently Chairman of the Board of Marmon (since 1963); Chairman of die
Board of GL Corporation (since 1971); Chairman of the Board of Hyatt Corporation (since 1967)
as well as an attorney and member of the law firm of Pritzker and Pritzker.
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ROBEBT A. PRTTZKEH

Mr. Pritzker became a director of Cerro in December 1974 and its President in February 1975.
He is the President and a director of Marmon, which positions have been held for more tk<w five
years and Treasurer of Marmon (since 1972); President, Treasurer and Director of GL Corporation
(since 1971); Chairman of the Board of Hammond Corporation (manufacturer of musical instruments
and gloves) since 1974.

ALAN WOLFLEY

Mr. Wolfley joined Cerro in May 1971 as Vice President-Finance and Treasurer. He became
Vice President-Finance and Administration in September 1971; Senior Vice President-Finance and
Administration in May 1972; and Executive Vice President in May 1973. Prior to joining Cerro,
Mr. Wolfley was Vice President-Finance of Scovill Manufacturing Company (brass and aluminum mill
products, electrical and kitchen appliances).

H. WILUS Hiccs

Mr. Higgs has been a Vice President in charge of Cerro's mining operations for more than five
years.

PETER D. WEISSE

Mr. Weisse has been Vice President of the Cerro manufacturing group since March 1971. From
April 1968 until joining Cerro, he was President of AMAX Aluminum Metal Products, Inc. (aluminum
fabricating), subsidiary of Amax, Inc.

MICHAEL D. DAVID

Mr. David has been a Vice President of Cerro for more than five years.

PAUL J. BENNETT

Mr. Bennett has been Controller of Cerro since August 1971, and Vice President since May 1972.
From May 1970 to July 1971, Mr. Bennett was Controller of Fairchild Camera & Instrument Corpora-
tion (electrical components and systems), and prior thereto Group Controller, Molybdenum and
Specialty Metals Group of Amax, Inc. (metals and chemicals).

S. ROY FRENCH, JR.
Mr. French has been a Vice President since May 1973 and the senior legal officer of the Company

since July 1971 (General Counsel since October 1972). Since 1988 Mr. French has served Cerro as
Assistant Secretary, Assistant General Attorney, and Secretary of the Company.

J. HUGH MUHPHT
Mr. Murphy joined Cerro as Assistant General Attorney in October 1971. He became Assistant

Secretary in July 1972; Assistant General Counsel in October 1972; and Secretary in September 1973.
Prior to joining Cerro, Mr. Murphy was a partner of the New York City law firm of Rogers, Hoge tc
Hills, a firm with which he was associated for 8 years.

ROBERT F. LONG

Mr. Long joined Cerro as Manager of Taxes in March 1972. He became Assistant Controller in
May 1973 and Treasurer in May 1974. Prior to joining Cerro, Mr. Long was Tax Manager with the
firm of Arthur Andersen & Company in New York City with which he was employed since June 1963.
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(c) Directors of Cerro

Messn. Jay A. Pritzker, Robert A. Pritzker, and Alan Wolfley are Directors of Cerro. The other
directors of Cerro and their respective principal occupations are as follows:

N«m«» Occupation

Robert H. Cutler Chairman, Illinois-California
Express, Inc.

Thomas F. Cithens Senior Vice President and Director,
Smith, Barney & Co., Inc.

Louis B. Harder Chairman (Chief Executive Officer)
International Mining Corporation

Charles B. Harding Member, Advisory Board,
Smith, Barney & Co., Inc.

William L. Henry Executive Vice President, Gulf Oil
Corporation

Adrian M. Massie Consultant and member Trust
Committee, Chemical Bank

G. Willing Pepper Chairman, The Institute for
Cancer Research

John B. Stone Geological and Mining Consultant

Messrs. Harding, Henry, Massie, and Stone are not standing for re-election as Directors at the
annual meeting of Cerro to be held May 13, 1975. George A. Jones, Executive Vice President
of Marmon, and Robert C. Gluth, Vice President of Marmon, have been added to the slate of Directors
for election at Genre's annual meeting.

Item 9. Indemnification of Directors and Officers

The New York Business Corporation Law and the General Corporation Law of the State of
Delaware provide authority for the indemnification of directors and officers in the defense of civil
and criminal actions and the purchase of insurance in connection therewith. The By-Laws of Cerro
and Leadership Housing, Inc. permit indemnification of directors and officers to the full extent
and in the manner permitted by the laws of the States of New York and Delaware, respectively.
Accordingly, Cerro and Leadership have purchased from Continental Casualty Company and the
Midland Insurance Company insurance covering the liability of directors and officers. The insurance
applies to the directors and principal officers of Cerro and Leadership. The premiums paid for this
insurance aggregate $158,822 covering the period from September 26, 1973 to September 26, 1976.

Item 10. Financial Statements and Exhibits Filed

(a) Financial Statements
Cerro Corporation and Consolidated Subsidiaries; Cerro Corporation (Registrant)

(b) Exhibits

1. —Amendments of August 14 and December 11, 1974 and February 12, 1975 to
By-laws of Cerro.

2. —Letter of January 8, 1975 from Aetna Life Insurance Company to Cerro
amending Note Agreement of February 8,1967.

3. —Letter of December 31, 1974 from The Prudential Insurance Company of
America to Cerro amending the Note Agreement of February 6, 1967.

4. —Letter of December 28, 1974 from The Prudential Insurance Company of
America to Cerro amending the Note Agreement of February 8, 1987.

5. —Letter of November 15, 1974 from Aetna Life Insurance Company to Cerro
amending the Note Agreement of February 6, 1967.
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& —Letter of September 5, 1974 from The Prudential Insurance Company of
America to Cerro amending the Note Agreement of February 6, 1967.

7. — Letter of July 1, 1974 from Aetna Life Insurance Company to Cerro amending
the Note Agreement of February 6, 1967.

8. —Letter of May 9, 1974 from The Prudential Insurance Company of America
to Cerro amending the Note Agreement of February 6, 1967.

9. — Letter of February 12, 1974 from The Prudential Insurance Company of
America to Cerro consenting to the payment of a cash dividend.

10. — Consent by Aetna Life Insurance Company to the payment of a cash dividend
by Cerrb dated February 6, 1974.

11. — 1974 Incentive Compensation Plan for Cerro Corporation (Headquarters).

12. — 1974 Incentive Compensation Plan for Cerroman (Manufacturing Group Head-
quarters ).

13. — 1974 Incentive Compensation Plan for Cerro Wire fit Cable Co. Division.

14 —1974 Incentive Compensation Plan for Cerro Wire fit Cable Co. Division —
Maspeth/Syosset

15. — 1974 Incentive Compensation Plan for Cerro Wire & Cable Co. Division — New
Haven/Mystic:

16. — 1974 Incentive Compensation Plan for Cerro Communications Products Division.

17. — 1974 Incentive Compensation Plan for Cerro Copper Products Division.

18. —1974 Incentive Compensation Plan for Cerro Metal Products Division.

19. —1974 Incentive Compensation Plan for Cerro Sales Corporation.

20. — 1974 Incentive Compensation Plan for Peruvian Industrial Affiliates.

21. — 1974 Incentive Compensation Plan for Cerromin (Mining Croup Headquarters).

22. — 1974 Incentive Compensation Plan for Cerro Purchasing, Inc.

23. — 1974 Incentive Compensation Plan for Cerro Spar, Inc.

24. —1974 Incentive Compensation Plan for M. F. Land Company, Inc. a wholly
owned subsidiary of Fetterolf Coal and Construction, Inc., a wholly owned
subsidiary of Cerro Corporation.

25. —1974 Incentive Compensation Plan for ICX Industries, Inc.

26. —1974 Incentive Compensation Plan for Leadership Housing, Inc.

27. — Agreement between Cerro and C. Gordon Murphy dated June 12,1974.

28. — Amendment dated December 16, 1974 to Exhibit 27.

29. — Agreement between Cerro and C. Gordon Murphy and letters relating thereto
dated February 12,1975.

30. — Agreement of February 12,1975 between Cerro and S. Roy French, Jr.

31. — Agreement of February 12, 1975 between Cerro and H. Willis Higgs.

32. — Agreement of February 12, 1975 between Cerro and J. Hugh Murphy.

33. — Agreement of February 12,1975 between Cerro and Robert F. Long.

34. —Amendment dated February 12, 1975 to Agreement of May 30, 1972 between
Leadership Housing, Inc. and Harrison M. Lasky.

35. —Promissory Note of Cerro to Golconda Corporation dated April 4 1974

3ft —Guaranty of Cerro dated December 12, 1974 to the European Coal and Steel
Community.

34

LS 001191

MARGRP CDAdm-1482



37. —Coal Sales Agreement dated October 1, 1975 by and among Ferterolf Coal And
Construction, Inc. and Sumitomo Metal Industries, Ltd. and Mitsubishi Corpo-
ration and addendum thereto.

38. — Loan Agreement of October 1. 1974 by and among Ferterolf Coa! And Construc-
tion, Inc. and Mitsubishi Corporation and Sumitomo Metal Industries, Ltd.

39. — Amendment as of December 18, 1974 to Exhibit No. 38.

40. — Letter of October 1, 1974 from Cerro to Mitsubishi Corporation and Sumitomo
Metal Industries, Ltd. relating to Exhibits No. 37 and No. 38.

41. —Operating Agreement of March 11, 1975 by and among Fetterolf Coal And Con-
struction, Inc. and Mitsubishi Corporation and Sumitomo Metal Industries, Ltd.

42. — Loan Agreement of Leadership Housing, Inc. dated October 4, 1973 and amend-
ments thereto.

43. —General Indemnity Agreement of May 1971 between Cerro and Argonaut
Insurance Company.

44. — General Indemnity Agreement between Cerro and Highland Insurance Company.

45. —Amendment of March 14, 1975 of the joint venture agreement of Leadership
Housing. Inc. dated December 20, 1972.

A copy of any exhibit may be obtained by a stockholder of Cerro by making a written request
therefor to the Secretary of Cerro and by paying Cairo's costs of reproduction and postage.

PART n

Items 11 through 15, which relate to information to be included in Cerro's proxy statement, have
been omitted from this report pursuant to General Instruction H to Form 10-K.

SIGNATURES

Pursuant to the requirements of Section 13 or I5(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

CERRO CORPORATION
(Registrant)

By
J. Hugh Murphy, Secretary

Date: March 31,1975
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and
Shareholders of Cerro Corporation

We have examined the financial statements, listed in the accompanying index, of Cerro Corpo-
ration and Consolidated Subsidiaries and of Cerro Corporation (registrant). Our examinations of
these statements were made in accordance with generally accepted auditing standards and accord-
ingly included such tests of the accounting records and such other auditing procedures as we con-
sidered necessary in the circumstances.

As set forth in Note 12, the Company's real estate subsidiary, Leadership Housing, Inc.
("Leadership"), requires additional funds for working capital purposes. Negotiations are in progress
to arrange the necessary financing but a definitive arrangement has not yet been reached In the event
that suitable financing arrangements are not made, it is anticipated by the Company that Leadership
will not be able to continue as an ongoing business.

In our opinion, subject to the effects, if any, on the financial statements of the ultimate resolution
of the matter referred to in the preceding paragraph, the financial statements listed in the accompany-
ing index present fairly the financial position of Cerro Corporation and Consolidated Subsidiaries
and of Cerro Corporation (registrant) at December 31, 1974 and 1973, the results of their operations
and the changes in financial position for the years then ended, in conformity with generally accepted
accounting principles consistently applied

PRICE WATEFHQDSE & Co.

New York, New York
February 25, 1975 (except for

Note 12 as to which the data
is March 27,1975)

F-I
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CERRO CORPORATION (REGISTRANT)

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

INDEX TO FINANCIAL STATEMENTS AND SCHEDULES

For the Years Ended December 31, 1974 and 1973
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Statement of changes in financial position F-23 — F-24

Notes to financial statements F-2S — F-26

Schedules:

Cerro Corporation and Consolidated Subsidiaries:

Schedule II—Accounts receivable from directors, officers and em-
ployees F-27

Schedule V — Property, plant and equipment F-28 — F-29

Schedule VI — Allowances for depreciation and amortization of prop-
erty, plant and equipment F-30 — F-31

Schedule XII — Valuation and qualifying accounts and reserves F-32 — F-33

Schedule XIH —Capital shares F-34

Cerro Corporation (Registrant):

Schedule- D—Accounts receivable from directors, officers and em-
ployees F-27

Schedule III — Investments in, equity in earnings of and dividends
received from affiliates and other persons F-36 — F-37

Schedule V — Property, plant and equipment F-38

Schedule VI—Allowances for depreciation and amortization of prop-
erty, plant and equipment F-39

Schedule XTI —Valuation and qualifying accounts and reserves F-40

Schedules other than those listed above have been omitted since either, they are not required, or
they are not applicable, or the required information is disclosed in the notes to the financial statements.

Financial statements are not filed for certain of the unconsolidated subsidiaries of the registrant
since such subsidiaries, in the aggregate, would not constitute a significant subsidiary.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

December 31,1974 and 1973

($ in Thousands)

ASSETS

Current Assets:
Cash
Time and certificate] of deposit (include! $104,000 of restricted deposits in

1974 — Note 3)
Marketable securities at cost, less reserve of 32,069 in 1974 — approximately market
Receivable from Peru Government (Note D)
Accounts, notes and other receivables, leu allowances for doubtful accounts of

$1,096 in 1974 and $1,363 in 1973 (Schedules II and XII)
Trade
Chile (Note 5)
Other

Inventories (Note 4)
Prepaid expenses

Total current assets
Realty assets (Notes 12 and 13)
Receivable from U.S. Government (Note D)
Note* due from Chile (Note 5)
Future income tax benefit (Notes C and D)
Investments (Note 6) (Schedule XII)
Property, plant and equipment, net (Note 7) (Schedules V and VI)
Operating rights and intangibles, net of amortization

1974

$ 22,181

117,382
41,343

53,987
4,859
4,588
90,769
2,248

337,857
212,127

25.251
38.297
16,297

119.612
15,148

$764,589

1973

$ 12,073

59,613
20,767
30,415

57,652

2,984
67,674

1,539

252,717
204,622

10,000
35,674
64,800
20,159
56,812
14,784

$659,568

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Long-term debt due within one year (Note 9)
Accounts payable (Note 3)
Accrued liabilities (Note 8)

Total current liabilities
Realty liabilities (Notes 12 and 13)
Long-term debt (Note 9)
Deferred income taxes (Note C)
Deferred income
Minority interest (Note 2) (Schedule

Total Labilities

Shareholders' Equity (Note* 9, 10. and 11)
Common stock, p«f value $3.33% per share, authorized 15,000,000 shares issued

8 779,654 share*
Paid-in capital .:
Retained eammfi (Note 9)

Treasury shares, at cost, 868,387 and 831.787

Total shareholders' equity .

$ 14,679
101.095
38,542

154,316
152,624
96,801

U98
6,553

411,490

29.265
178,218
161,935

369,418
(16,319)

353,099

$764,589

$ 5.092
51,542
23,514

80,148
146,950
74,491
10,273
1,483
175

313,520

29.265
178,218
154,323

361,806
(15,758)

346,048

$659,568

See Notes to Financial Statements (numerical references)
and Notes to Summary of Operations (alphabetical references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANCES IN FINANCIAL POSITION

For the Years Ended December 31,1974 and 1973

($ in Thousands)

SOURCES OF FUNDS

1974 1973

Earnings from continuing operations S 15,927 $ 15,378

Continuing operations not (providing) or requiring funds:

Income taxes — not payable due to expropriation loss (Cerro de Pasco) 26,503 —

Deferred income taxes, net (10,273) 385

Realty (earnings) losses not included in consolidated funds 13,606 (11.884)

Investment reserves 290 8,205

Depreciation and amortization 8,444 6,535

Minority interest, equity and dividends, net 711 330

Total funds from continuing operations 59,206 18,949

Earnings from discontinued operations (less equity in income of Atlantic Cement of
$1,556 which did not provide funds) . : — 32,227

Extraordinary expropriation loss — (45,550)
Less book value of investment in Cerro de Pasco, net of tax, which did not require

funds — 64,897

— 19,347

Funds from other sources:

Payment from U.S. Government 10,000 —

Reduction in notes due from Chile (includes $4,859 classified as current) 10,423 —

Book value portion of proceeds on sale of Atlantic Cement — 36,374

Long-term borrowing 40,692 23,262

Sale of property, plant and equipment 1.105 1,157

Total funds from other sources 62,220 60,793

Total sources of funds $117,428 $131,318
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION —(Continued)

For the Yean Ended December 31,1974 and 1973

($ in Thousands)

USES OF FUNDS

1974 1973

Acquisition! of companies (e»-:luding net current assets):

Property, plant and equipment $ 48,668 $ —

Long-term debt assumed (19,418) —

Minority interest and other (3,992) —

25.238 ~

Investment in real estate operations, net 15,437 4,864

Purchase of property, plant and equipment 17,455 9,077

Purchase of treasury stock 561 9396

Cash dividends 8,315 6.188

Reduction of long-term debt 37.800 18.240

Other, net 1,630 1,421

Total funds used 106,456 48,084

Increase in working capital $ 10,972 $83,232

INCREASE IN WORKING CAPITAL

Cash, deposits and marketable securities $ 88,953 $50,120

Receivable from Peru Government (30,415) 30.415

Accounts, notes and other receivables, net 2,798 3,015

Inventories 23,095 10,548

Deferred income taxes — (10,990)

Prepaid expenses 709 29

85,140 83,137

Long-term debt due within one year (9,587) 12,754

Accounbi payable (49.553) (17,507)

Accrued liabilities (15.028) 4,848

(74,168) 95

Increase in working capmjl $ 10,972 883,232

See Notes to Financial Statements (numerical references)
and Notes to Summary of Operations (alphabetical references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

1. Summary of Accounting Principles

Accounting principles followed by Cerro and its operating units are generally consistent with
their respective industry practices. Significant accounting policies are as follows:

Principles of Consolidation

The consolidated financial statements include the accounts of all domestic subsidiaries. The in-
vestment in Southern Peru Copper Corporation ("Southern Peru"), a 22Vt% owned affiliate is carried
at cost, as are all other investments. Operating results of foreign subsidiaries are translated to U. S.
dollars at average exchange rates in effect during the year, except for depreciation and depletion which
are based on historical cost.

Inventories

Inventories are recorded at the lower of cost or market with cost computed primarily on a First-
In, First-Out (FIFO) basis.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Cain or loss on retirement is included in
earnings. Maintenance and repairs are expensed; renewals and betterments are capitalized. Deprecia-
tion of plant and equipment is based on the estimated service lives of the assets using primarily the
straight-line method for book purposes.

Income Taxes

Deferred taxes are provided to account for the difference for accounting and tax purposes in the
recognition of certain income and expense items. Principally these consist of the excess of accelerated
tax depreciation over book depreciation, the use of the installment sales method for tax purposes with
respect to certain real estate transactions which are recorded on the accrual basis for financial reporting,
the current tax deduction of real estate taxes and interest capitalized for financial reporting purposes,
and expenses and income recognized in different years for tax purposes than for accounting purposes.

The investment tax credit is accounted for as a reduction of the current provision for U. S.
income taxes.

Intangibles

Operating rights, franchises and permits obtained through the purchases of ICX Industries, Inc.
and the excess of cost of investments over the fair value of assets acquired in purchase transactions
are being amortized on a straight-line basis over a period of forty years. Operating rights acquired
prior to October 31, 1970 ($3,400,000) are not being amortized since, in the opinion of management,
there has been no diminution in their value.

Exploration, Research and Product Development

Exploration expenses incurred in the search for new mining properties and research and develop-
ment expenses for new or existing products are charged to earnings as incurred. Development costs
to bring new mineral properties into production are capitalized and amortized over the anticipated
life of the ore reserve when production begins.
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Ceiro has several pension plans covering most of its employees. Pension costs are actuarially
determined and are funded as accrued, which include, as to certain of the plans, amortization of prior
service costs over periods not exceeding 30 years. Estimated vested benefits for certain plans as of
December 31, 1974 exceeded the respective pension funds' assets and related balance sheet accruals
by approximately $8,000,000, Estimated unfunded past service costs totaled approximately $20,000,000
at the end of 1974.

Cerro does not have information available for its various retirement plans to estimate the
impact of the Pension Reform Act of 1974 on net income for 1976, when the new law becomes fully
effective, or the possibilities of increased funding requirements, administration expenses and unfunded
vested benefits. Management believes that additional pension expense and funding requirements
expected to result from any required amendments to the company's plans should not be material in
relation to present expense for these plans. The unfunded vested benefits are expected to increase,
but the amount of such increase will not be determinable until management decides how its present
vesting provisions will be amended to conform with the new law.

Real Estate

See Motes 12 and 13

2. Business Combinations

See Note F to the Summary of Operations contained elsewhere herein.

3. Restricted Deposits

In December 1974, Cerro entered into copper sales agreements under which it received approxi-
mately $65,000,000 in advance. $50,000,000 of that amount has been deposited in time deposits. In
addition, Cerro has deposited approximately $54,000,000 in nonnegotiable certificates of deposit with
a financial institution. The $104,000,000 of deposits which mature in March 1975 are shown in Cerro's
balance sheet as restricted. Cerro's accounts payable at December 31, 1974 include obligations to
customers amounting to approximately $65,000,000 for delivery of the copper in March 1975.

4. Inventories

Inventories (excluding real estate inventories) entering into the determination of net earnings
were as follows:

DeeonbtrH,
1974 1973 1979

(I in Thousands)

Refined metsk and or* » 7.8M $ 8,798 » 7,258
Manufacturing tabbed good*, work in process and raw materials 80.221 57,039 48,260
Operating npplte 2,712 1.837 1,608

$90,769 ja7^874 $57.126

d. Notes due from Chile

In 1971, the former Government of Chile expropriated Andina, a Chilean corporation 70% owned
by Cerro. Andina is the owner and operator of the Rio Blanco copper mine in which Cerro had invested
$35,674,000 in the form of equity, notes and accrued interest.
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On March 12, 1974, Cerro Corporation signed a compensation agreement with the Government
of Chile for $41,300,000 consisting of 32,700,000 of cash and $38,600,000 in seventeen year, 9.165%
Series A and B Notes, which are exempt from Chilean taxes and guaranteed by the Central Bank of
Chile. The notes and related interest are payable semi-annually. An amount of $500,000 was also
received representing payment for commissions earned on shipments made by a Cerro subsidiary on
behalf of Andina. The difference (reserve) of $5,600,000 between the principal settlement of $41,300,-
000 and Cerro's book value at December 31, 1973 of approximately $35,700,000 (redassified from in-
vestments to receivables for comparability with 1974) represents principally interest earned since the
date of expropriation on loans made by Cerro to Andina in 1966 and 1968. This interest had not been
reflected in prior years earnings of Cerro as there was no reasonable assurance at that time of
collection.

In addition, an agreement was entered into on July 14, 1974 between Cerro and the Overseas
Private Investment Corporation (OPIC), an agency of the U.S. government whereby OPIC guarantees
the payment in the event of default by the Chilean government, of a portion of the total face amounts
of each of the Series B Notes. The amount guaranteed under this provision of the agreement at
December 31, 1974 was approximately $11,000,000.

Cerro and the Government of Chile have an arrangement covering the purchase and resale of
certain copper-bearing materials produced in Chile which cannot be processed there and which are
outside normal Chilean production and exports. • The proceeds from the resale of these materials
are to be applied to prepayment of the notes, in inverse order of maturity. It is expected that the
proceeds from the resale of these materials will result in the prepayment of a substantial portion of
the notes prior to their scheduled maturity. During 1974, Cerro received approximately $3,000,000 in
prepayments and $2,700,000 in September 1974 in accordance with the normal payment terms of the
agreement.

6. Investments

Cerro's investments, at cost, are summarized below.
Equity

% 1974 1973
(t in Thousand!)

Southern Peru Copper Corporation 22V4 $13,375 $13,375
Northwest Iron Co.. Ltd. 24 1,950 1.950
Cerro Spar Corporation 100 -~ 5,006
Peruvian affiliate* — 5,709 6,402
Mining and manufacturing ventures (principally

foreign) — 5,408 3.281
Reserve for investmenti — (10,145) (9,855)

$16,297 $20.159

Southern Peru Copper Corporation

Cerro's 22Vi% equity interest in Southern Peru's book value was $69,129,000 and $60,122,000 as of
December 31, 1974 and 1973 which exceeds its investment by $55,754,000 and $46,747,000 for 1974
and 1973, respectively. Despite the fact that Cerro owns 22¥4% of Southern Peru, the company's
proportionate shar* of Southern Peru's earnings is reported only as dividends are received. If the
equity method had been used, Cerro's earnings from continuing operations would have increased
by $1.05 a share in 1974 compared with $1.53 a share in 1973.

Southern Peru's net income for 1974 was $40,480,000 compared to $61,323,000 for 1971 However,
no dividends were paid to shareholders. In the last half of 1972, dividends were suspended as Southern
Peru used its earnings to aid in financing the development of the Cuajone Mine.

Pursuant to Peruvian law, mining communities, made up of Southern Peru's employees, may even-
tually receive 50% of the ownership in Southern Peru. As the equity interest of the mining commu-
nities increases, Cerro's share of the profits will decline proportionately.
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Northwest Iron Co., Ltd.

Cerro's interest in a Tasmanian iron ore joint venture is held through its 249c ownership of North-
west. Cerro and the other owners of Northwest have agreed to advance sufficient funds to maintain
working capital at specified amounts until certain outstanding indebtedness is repaid in 1983. Cerro
was not required to advance funds to Northwest for this purpose in 1974 or 1973. Cerro is also con-
tingently liable as a guarantor of certain debt of Northwest approximating $7,300,000. Cerro has
never received dividends from this affiliate.

Cerro's 24% share of the most recent profits of Northwest is:

.Vine months ended December 31, 1974 (unaudited) 8460,000

Fiscal year ended March 31, 1974 471,000

Fiscal year ended March 31, 1973 506,000

Cerro Spar

Cerro Spar is the owner of a 70% equity interest in a joint venture to mine fluorspar in Kentucky.
The project became operational in 1974 and Cerro Spar's 1974 finan™pl statements have been fully
consolidated in the accompanying financial statements.

7. Property, Plant and Equipment

Non-realty property, plant and equipment are summarized below:

1974 1973
(I in Thousands)

Land and buildings $ 40,841 $ 30,817

Machinery and equipment 84,474 66,714

Mining properties

Revenue equipment

Construction is progress

Less: accumulated depreciation

8. Accrued Lubilitie*

Consist of the following:

1974 1973
(I in Thousands)

Payroll 9 7,729 $ 5,586

Income taxes

Interest

Pensions

Other
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9. Long-Term Debt

The following table gives the detail on Cerro's long-term debt:

Interest
Rule

Promissory notes to institutions (u)
Promissory notes to an instituticn(b) 6%
Promissory notes to corporation^c) 9.3%
Promissory notes to banks(d) 110% of Prime
Promissory notes to European b?nks(e) 8%
1st Mortgage note payable(f) 10%
Subordinated debentures(n) 10%
Subordinated promissory note to an uidividual(h) 12%
Other(i) 5-15%

Du« 1974 1973
($ in Thousands)

1975-1987
1975-1981
1977-1987

1977
1978
1990
1990

1975-1984
1975-1990

» 26,000
10,500
33,000
8.000

—2,712
3,570

11.468
14,230

$28,000
12,000

—
—20,000

—
—12,071
7,312

Less:
111,480 79,583

Current portion . . .

Due to:
Bank
Other

$ 9,262
87,539

$ 96.801

(a) Payable in annual installments of $2,000,000.

(b) Payable in annual installments of $1,500,000.

(c) Payable in annual installments of $3,500,000 and secured by mining properties.

(d) Prepaid on January 24, 1975. Accordingly the $8,000,000 has been reflected as a current
payable at December 31, 1974.

(e) Prepaid on April 30, 1974. In connection with the prepayment, Cerro also cancelled a
revolving credit agreement for $30,000,000. Cerro had not used any of the funds available under the
revolving credit agreement.

(f) Secured by buildings and payable in monthly installments of $28,975 including interest

(g) Redeemable at Company's option at prices ranging from 104.5% in 1975 to 100% in 1984;
annual sinking fund payments of $325,000 are required beginning in 1977 with the option to make
additional annual payments of $325,000 beginning in 1975; debentures are convertible into common
stock of Cerro's subsidiary (Colconda Corporation) at a conversion price of $10.67 per share (subject
to antidilution provisions).

(h) Payable in annual installments of $1,207,000.

(i) Includes payables by ICX at December 31, 1974 and 1973 of $10,288,000 and $3,373,000,
respectively, of which $7,092,000 and $1,400,000 was secured hy revenue equipment

Cerro has available unused bank lines of credit totaling $59,000,000 at December 31,1974. Under
the terms of these arrangements, Cerro is to maintain compensating balances of 10% of the commitment
plus 10% of any borrowings. Cerro also maintained in 1974 a compensating balance of approximately
S6,500,OCO in connection with financing arrangements of its real estate operations, see Note 6 to Note 13.
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The various note agreements impose certain restrictions on Cerro including the payment of cash
dividends and reacquisition of capital stock. Approximately $28,700,000 of retained earnings at
December 31,1974 was not restricted.

Payments of long-term debt during the next five years are as follows:

1978 35,871,000
1977 $8,033,000
1978 $7,196.000

1979 $7,097,000
1980 $7,121.000

10. Stock Options

At December 31, 1974 Cerro had two stock option plans in effect covering officers and key em-
ployees. The 1970 Plan is qualified and discontinued as to additional grants whereas the 1971 Plan
(Alternate Stock Option Plan) is nonqualified. The 1964 Plan expired on November 21, 1974. The
terms of options under the two current plans generally are five years from the date of grant.

Optionees are not entitled to exercise both the stock options under the 1970 Plan and the stock
options under the 1971 Plan. In nddition, since March 14, 1973, holders of the options under die 1971
Plan are not entitled to exercise such options but receive the equivalent, in stock and/or cash, of the
difference between the option price and fair market value at time of surrender of the option. No more
than 50% of the shares covered by any option can be issued to any optionee in payment for such
appreciation, with the balance payable in cash. At December 31, 1974, 422,856 shares of common
stock are reserved for issuance under the 1970 and 1971 Plans.

On March 15, 1974, the 1971 Plan was amended to provide that the option price per share of
each option outstanding on May 14, 1974 and of each option granted thereafter, would be reduced by
an amount equal to the aggregate cash dividends declared and paid on each share of common stock
during the period beginning with the later of (a) May 14, 1974 or (b) the date of grant of the option
and ending on the date the option is presented for exercise, subject to the limitation that in no event
will the option price per share be reduced to less than 50% of the original option price per share or
the then par value of each share, whichever is higher. The 1971 Plan is to remain in effect until
terminated by the Board, but no options may be granted after February 23,1980.

The Board of Directors has the power to cancel all or any part of any outstanding option under the
1971 Plan in the event it determines that the ultimate federal income tax consequences or the financial
accounting effects of the exercise of options under the plan would not be in the best interests of Cerro.

The option price under all Plans is 100% of the fair market value of the stock on the date of grant.
In the years 1974 and 1973, options were granted to purchase 34.750 and 255,591 shares, respectively,
under the Plans. In 1974 and 1973 options to purchase 317,712 and 17,779 shares expired, respectively.
Details of other transactions for the years 1972, 1973 and 1974 are as follows:

No. of
Shareita)

Option Price Market Value

Became Exerdsable fa;

1972
1961, 1964, 1970 PUni ... 30,968
1971 Plan 34,013

1973
1961, 1964, 1970 Plans . 41,978
1971 Plan 66,851

1974
1970 Plan 46.944
1971 Plan 88,360

PerShare(a)

$12.02 to $23.39
12.94to 17.25

12.94 to 25.24
12.94to 17.25

12.94 to 25.24
12.56to 18.13

F-ll

Amount PerShare(a) Amount

$ 528,000 $12.94 to $16,44(c) $ 441.000
545,000 12.94 to 16.44(c) 509,000

709,000 13.50 to 16.19(c) 629,000
1,062,000 13.50 to 16.19(c) 1,027,000

864,000 11.62 to 18.94(c) 771,000
1,369,000 11.62 to 18.94(c) 1,422,000
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No. of
Shires(a)

Option Price Market Value
Per Share(a) Amount

Exercised in:
Per Shared)

1972
1961, 1964, 1970 Plans . . .
1971 Plan

1973
1961, 1964, 1970 Plans . . .

(Granted 1963)
1971 Plan

1974
1964, 1970 Plans
1971 Plan . . . .

(Granted in 1971, 1972,
i n-?^ ~__i i ni A \

Nona
None

15,407

None

None
59,345

None
None

12.02 to 12.03

None

None
12.69 to 17.25

None
NOQO

185,000

None

None
921,COO(f)

None
None

13.94(d)

None

None
17.00 to 18.94(d)

Amount

None
None

215,000

None

None
1,078,000(0

Outstanding at

December 31, 1973
1964, 1970 Plans

(Granted in 1969, 1970.
1971, 1972 and 1973)

1971 Plan
(Granted in 1971. 1972

and 1973)

282,279

413,051

December 31, 1974
1970 Plan 106,975

(Granted in 1970. 1971,
1972 and 1973)

1971 Plan 226,048
(Granted in 1971, 1972,

1973 and 1974)

12.94(0 2544 4,870,000 12.94 to 25.24(b) 4,870,000

12.94 to 17.23 6,668.000 12.94 to 17.25(b) 6.668,000

13.19 to 18.15 1,793,000 13.19 to 18.15(b) 1,793,000

12.01 to 17.33(e) 3,385,000 12.56 to 18.13(b) 3,558,000

(a) Adjusted for stock dividends and a stock split

(b) At dates of grant.

(c) At dates options became exercisable.

(d) At dates exercised.

(e) Adjusted for cash dividends declared and paid subsequent to May 14,1974.

(f) Optionees received in cash $157,000 representing excess of market value at date of exercise
over option price. Shares available for future options under the 1971 Plan at December 31, 1974 and
1973 were 196,808 shares and 9,805 shares, respectively.

11. Shareholders' Equity

Cerro repurchased on the open market in 1974 and 1973, 36,600 and 112,400 shares, respectively.

On September 7, 1973, Cerro made a tender offer to purchase up to 500,000 shares of its common
stock at Si5.00 per share. A total of 419,029 or S4<~e of the original offer, which expired October
15, 1973, were tendered. The snares purchased are being held as treasury stock to be used for
general corporate purposes.

Authorized preferred stock of 1,000,000 shares, without par value is unissued.

Reappraisal surplus ($52,959,000), which arose on the revaluation of Cerro-Peru's mining proper-
ties in 1943 and 1951, has been transferred to retained earnings in 1973 to offset the charges to retained
earnings for depletion and amortization of appraised values and the write-off of Peruvian assets.

12. Real Estate Operations

Cerro's rea] estate operations are conducted through Leadership Housing, Inc. ("Leadership"),
a wholly owned subsidiary. Leadership's revenues from sales declined from approximately $160
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million in 1973 to approximately $96 million in 1974 resulting in a pre-tax loss of S13.6 million in 1974
as contrasted with a pre-tax profit of approximately S11.9 million in 1973.

During 1974 and the first quarter of 1975, Cerro provided Leadership with a total of approximately
$19.9 million in the form of advances and made an additional capital investment in Leadership of
$2.5 million. In addition, during 1974 Cerro deposited $6.5 million with Leadership's principal lenders
in connection with a compensating balance requirement of Leadership under its revolving credit-term
loan agreement (the "Loan Agreement") pursuant to which Leadership borrowed 842,500,000 during
1973 and 1974. Such deposits are not available to satisfy any liabilities of Leadership. Leadership's
lenders have (i) waived, as of December 31, 1974 and as of die present time, all defaults under the
Loan Agreement and ( i i ) have modified those covenants with which Leadership has not been able
to comply in such a manner as to cause Leadership to be in compliance at the present time.

During early 1975, -a contingency plan was proposed to provide Leadership widi additional funds
and greater freedom of operation under the Loan Agreement Under terms presently proposed, but
subject to the fulfillment of certain conditions beyond die control of Cerro and Leadership, Cerro
would purchase certain assets of Leadership for an aggregate purchase price of $15 million,, of which
approximately $5.9 million is expected to be paid in cash, $3.75 million by issuance of a Cerro note,
and $5.35 million by forgiveness of prior advances. In addition, Cerro would provide S10 million
cash under terms not yet determined. These actions by Cerro, however, are dependent upon agree-
ment being reached with Leadership's principal lenders with respect to the implementation of die
contingency plan. The contingency plan would, among other things, including Cerro's proposed actions
described above, provide: for an extension of the Loan Agreement; for relief from the rate of interest
presently being charged by such lenders; for relief from compensating balance requirements; and,
for additional project financing from such lenders and Cerro (see Note 6 to Note 13 hereof for a
description of the Loan Agreement). Letters of intent with respect to the plan have not yet been
executed. However, in the event such letters of intent are executed and delivered, Cerro intends,
based on presently known conditions, to support Leadershio's ordinary operations during 1973. It is
anticipated that such contingency plan, if effectuated, would provide adequate support to Leadership
through 1976 under presendy known and anticipated conditions. However, there can be no assurance
that Leadership will not reauire additional funds beyond 1975, even assuming that the foregoing plans
are effectuated, and Cerro has no present intention of supplying such additional funds if needed.

In the event such letters of intent are not executed and delivered it is the present intention of
Cerro's management not to conclude the purchase of such assets, not to provide the additional $10
million in cash referred to above, and not to provide further financial support to Leadership except
to the extent required by existing legally binding commitments. In this connection, the only legally
binding material commitment of Cerro in respect of Leadership is pursuant to a General Agreement
of Indemnity whereby Cerro has agreed to indemnify certain insurance companies which have issued
surety bonds aegreearine S39.4 million guaranteeing Leadership's performance under certain construc-
tion contracts. Should Leadership not be able to perform under such contracts, it is anticipated that
Cerro may cause such contracts to be performed by Leadership's subcontractors. Although there may
not be anv material adverse consequences to Cerro by reason of the General Indemnity Agreement,
a substantial amount of construction covered thereby remains incomplete at March 27, 1975.

If Cerro terminates financial support of Leadership, it is not presently anticipated that Leadership
will be able to survive as an on-going business. While it is not possible at the present time to predict
whether or not any part of Cerro's investment in Leadership would be recovered in the event Leader-
ship ceases to be an on-going business, Cerro's maximum exposure would be the loss of its entire
investment in Leadership which, at March 27, 1975 was approximately $65.0 million plus the cost of
performance referred to above.

13. Real Estate Financial Statements
Presented below are the condensed financial statements of the real estate operations ("Leadership

Housing, Inc."), together with related footnotes.
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STATEMENT OF OPERATIONS

For the Years Ended December 31,1974 and 1973

($ In Thousand*)
1974 1973

Sales:
Single family housing
Multi-family housing
Land sales
Other .

Other revenue including interest income of 58,751 and S5.685 and equity in joint
venture income of 52,214 and $4,252 in 1974 and 1973, respectively

Cost of Sales ... . . . .
Writedowns of inventories and other special charges:

Single family housing . ...
Land sales . . . . , . . .

Selling and administrative expenses . . . . . .
Interest cost accrued . ... . ...
Less interest capitalized . . .

Income ( loss ) before income taxes

$ 81 098
8 968
2 942
2 998

96,006

9,055

105,061

92 767

1 700
3,600

98,067

6,994
12,740
16321
(8461)

($ 13.606)

$ 84611
32 712
30071
1" 535

159,949

10,465

170,414

139 495

139,495

30,919
13789
11,208
(5 96')

J 11.884

BALANCE SHEET
For the Years Ended December 31,1974 and 1973

($ In Thousands)

ASSETS

Cash
Notes and other receivables
Inventories
Investments in joint ventures
Property, plant and equipment, net
Goodwill, less amortization of $433 and 9244 respectively
Other assets

1974
* 4,688

46,885
118,262
11,278
17,951
8,262
4,801

1973
t 8,031

•49,779
110,034

10,923
12,439
8,695
4,671

$212,127 $204,622

LIABILITIES AND SHAREHOLDER'S EQUITY AND ADVANCES

N'otes payable ...
Accounts payable .
Accrued liabilities .
Customer deposits
Rent guarantee
Estimated cost to complete property sold .
Deposits on property subject to repurchase
Deferred income

Shareholder's equity and advances

See Notes to Real Estate Financial Statements
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$115,682
9,062
6,786
6,219
2,757

479
7,238
4.403

152,624

59,503

$212,127

$ 96,459
10,163
5,514

15,749
3,098
2,562
7,524
5,881

146.950

57,672

$204,622
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NOTES TO REAL ESTATE FINANCIAL STATEMENTS

Note 1 — Summary of Accounting Principles and Policies:

The major accounting principles and methods used by the Company are described below.

A. Recognition of Revenue

Sales of single family houses and condominiums are recorded when escrow closes and tide has
passed to the buyer at which time cash has been received for substantially the full sales price. At
that time, land costs, allocated site development costs, specific construction costs, related capitalized
interest and real estate taxes are relieved from inventory and charged to cost of sales along with a
provision for sales commissions and estimated miscellaneous warranty costs. Customer down pay-
ments and payments of specified amounts at certain stages of construction prior to closing are recorded
as customer deposits.

Sales of recreational facilities, developed and undeveloped land are recorded at the time escrow
closes and the Company has received the required cash down payment and all other conditions neces-
sary for profit recognition have been satisfied.

Revenues and profits on sales of land which the Company is required to develop are recognized
over the development period in the ratio of costs incurred to estimated total costs at completion
providing future costs can be reasonably quantified.

Sales of land whereby the Company intends or is obligated to repurchase such property are
treated as financing arrangements and are not recorded as sales. Costs of land and improvements
applicable to such sales are included in inventory and cash received from the buyer is recorded as
deposits on property subject to repurchase. Notes receivable on such transactions have not been
recorded in the balance sheet. Interest received on such unrecorded notes is recorded as additional
deposits on property subject to repurchase.

Multi-family projects are generally sold to investors subject to physical construction and minimum
cash flow guarantees. Where minimum cash flow guarantees exist, a sale is not recorded until the
project achieves a cash flow sufficient to provide for all operating expenses and guarantee require-
ments. Once this level of operation is achieved, profits are recognized in the ratio of costs incurred
to date to estimated total costs at completion over the period of performance including the guarantee
period. Costs include anticipated operating expenses of the property during the guarantee period.
Anticipated gross rental income during the guarantee period is reduced by an appropraite margin and
is recorded as additional rent guarantee reserve. Costs of land and improvements on multi-family
projects which have not satisfied all conditions for income recognition are included in inventory,
amounts of investors' payments are reflected as deposits and the related notes receivable secured by
all-inclusive trust deeds are not recorded on the balance sheet. Certain profits from projects sold in
years prior to 1972 which have continuing seller involvement or cash flow guarantees over extended
periods up to 30 years have been deferred and included as additional rent guarantee reserve in the
accompanying balance sheet

B. Inventories

Inventories are carried at cost or market whichever is lower. Land is carried at average cost
plus interest and real estate taxes. Site development is at average cost and construction is at specific
cost. Single and multi-family inventory consists of land, land improvements, construction costs and
other capitalizable costs including interest and real estate taxes for projects currently under develop-
ment. Land and improvements applicable to single family construction and multi-family projects
are transferred to such inventory captions when construction commences.
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Consistent with the above method of valuing inventories, the Company has provided for reduc-
tions of inventories where appropriate to their estimated net realizable value at December 31, 1974.
These adjustments, which management does not expect to recur to the same degree in the future, are
shown separately in the statement of operations and there were no material provisions in prior years.

C. Property, Plant and Equipment

Property, plant and equipment is carried at cost and is depreciated by the straight-line method
over the estimated useful life of the assets. Costs of additions and major improvements are capitalized
and expenditures for maintenance and repairs are expensed. When property or equipment is retired
or sold, any profit or loss on the transaction is recognized currently.

The Company provides, for a fee, vvater nnd se\verage service in certain areas which it has de-
veloped. The costs of the utility system are capitalized and depreciated over their estimated useful
lives. Revenues and related costs are included in other sales and cost of sales in the consolidated state-
ment of operations.

The estimated useful lives of property, plant and equipment are indicated below:

Yean

Buildings and structures 25
Utility system 40
Leasehold improvements Term of Lease
Machinery and equipment 4
Furniture and fixtures 8

D. Goodwill

Goodwill arose on the acquisition of Leadership by Cerro Corporation and has been allocated
50% to land and 50% to goodwill. The amount included in land is charged to cost of sales $1,040,000
in 1974 and $601,000 in 1973 when land is sold. Goodwill is being amortized over forty years
commencing in 1972. Amortization of $1,483,000 and $740,000 was charged to operations in the years
1974 and 1973, respectively.

E. Deferred Income

Deferred income consists of interest, which is amortized into income over a specified term; de-
ferred profit, which is amortized into income over the construction and guarantee period of multi-
family projects; and deferred profit on a sale of land recorded on the installment method.

F. Income Taxes

The real estate operations are included in Cerro's consolidated tax return.

Note 2 — ReceivablflM

Notes and other receivables consist of the following:
1974 1973
(I in Thousands)

Notes
First trust deed*
Secured by all-inclusive trust deeds
Second trust deeds, net

Other receivables, lea allowance for uncollectibility of $833 and
$641, respectively

$18,807
9,351

13,153

41,311

5,574

346,885

$24,823
10,252
8,602

43,ff77

0,103

S49.779
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First trust deed notes receivable arise from the sales of land and recreational facilities \vhich
mature within 10 years for land and 30 years for recreational facilities. Such receivables are secured
by the related land and recreational facilities.

Notes receivable secured by all-inclusive, trust deeds less underlying trust deed notes payable are
due in annual instalments of up to 30 years.

Second trust deeds arise primarily from the sales of single-family residences and certain sales of
land. Receivables due from single-family home sales, which are subordinated to first trust deeds held
by financial institutions, generally bear interest by their terms at 8% and are due in monthly instal-
ments of principal and interest for periods averaging nine years. The Company has imputed interest
on these receivables arising from single-family home sales to yield a 12% effective interest

Notes and other receivables mature by their terms in varying installments of up to 30 years. At
December 31, 1974 and 1973, the net amount due within one year is $7,143,000 and $4,698,000, respec-
tively.

At December 31, 1974 and 1973, there are unrecorded notes receivable aggregating $12,365,000
and $12,944,000, respectively, which resulted from sales treated as financing arrangements and sales of
multi-family projects which have not satisfied all conditions for income recognition. The portion of
these notes due within one year aggregates $2,094,000 and $4,390,000, respectively. Certain unrecorded
notes have been pledged as collateral securing the Company's revolving and term loan.

Note 3 — Inventories:

Inventories, substantially all of which are pledged, were comprised of the following:

1974 1973
(I in Thousands)

Land and improvement costs 3 67,494 $ 49,674
Single-family construction 40,291 52,019
Multi-family projects 6,675 4,281
Land subject to repurchase 3,802 4,110

$118,262 $110,084

Note 4 — Investments in Joint Ventures:

The investments in joint ventures consist of the following:

1974 1973
(9 in Thousands)

Advance* » 1.685
Equity In net e«roingi 3 0,466 4,252
Note receivable due in annual installment! of principal

and interest through 1977

The accounting policies and principles followed by the joint ventures insofar as they relate
to revenue and profit recognition are the same as those noted as being followed by the Company.

The Company is a participant in two joint ventures each of which provides for participation in
50% of profits and losses. At December 31, 1974 these two ventures which hold unimproved
property have not made any sales. In addition the Company is a participant in another joint venture,
which is developing and selling property, in which the Company participates in 50% of profits
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only (not losses) for approximately two-thirds of the.property being developed and 50% of profits
and losses for the other one-third of the property. In all three of these ventures the Company has no
obligation to make any capital contributions. However, to the extent the other participants make such
contributions preference will be made as to ultimate distributions for such contributions as well as an
interest factor thereon.

Note 5 — Property, Plant and Equipment:

At December 31. 1974 and 19T3 the major classifications of property, plant and equipment (at
cost) are as follows:

1974 J973
($ in Thousand*)

Land and land improvements S 1.339 $ 1.168
Buildings and structures 994 1,036
Utility system (pledged) 15.060 10.297
Machinery, equipment etc 1,266 1,184
Golf course and related facilities 1,042

Less accumulated depreciation

Depreciation amounted to $514 and $552 for the years ended December 31, 1974 and 1973
respectively.

Note 6 — Notes Payable:
1974 1973

(I fa Thousands)
Obligations to banks:

Notes payable — bank revolving and term loan agreement (a) $ 42,500 S29.250

Other:
7% to prime plus 6% real estate mortgages payable in instalments through 1996 08,989
G-10^ unsecured notes payable in installments through 1982 4.193

3115,682

(a) On October 4, 1973, as amended November 1, 1974, the Company entered into an agreement
with a group of banks for a one year line of credit aggregating $42,500,000, which becomes payable
in eight quarterly installments beginning January 1978. The loan bears interest at lVi% over a rate,
which approximates the prime rate until October 1, 1975 and 1V£% over such rate thereafter, payable
quarterly. Based on an understanding with the banks the Company has agreed to maintain compen-
sating balances equal to 10% of the aggregate commitment and 10% of the principal amount bor-
rowed. In 1974, Ceirro deposited $6,500,000 with the banks based on the above understanding; this
amount has not been recorded by the Company. Cerro is charging the Company interest, for this
amount, at approximately 9%.

The credit line is secured by mortgage receivables and the utility system having a collateral value
equal to 125% of the aggregate commitment. The Company pays a commitment fee equal to Vz of 1%
per annum on the average daily portion of the unused commitment.

The agreement provides, among other things, for minimum tangible net worth maintenance, limi-
tations on indebtedness, and maximum limitations on investments in properties and joint ventures.
At December 31, 1974, the Company was not in compliance with the requirements of the agreement
(see Note 12).

F-18
LS 001210

-1501



The Company has additional notes payable secured by multi-family projects, which amounts have
been deducted From notes receivable secured by all-inclusive trust deeds on those projects. The prin-
cipal remedy in the event of default, under such notes, is recourse solely against the property secured
thereby through a trustee's sale under provisions of the trust deed. In relatively rare instances, the
statutory provisions allowing a deficiency judgment to be obtained through judicial processes are
utilized in lieu of the rights under the sale provision of the trust deed. Such judicial processes are
rarely used by lenders inasmuch as they may take several years and are subject to a right of redemp-
tion by the property owner following a judgment

Notes payable mature in varying instalments; however, acceleration of payments may be required
to release mortgaged property sold. .

The following is a debt repayment schedule for the next Eve years: (S in Thousands)

197o J4S.577 1978 S 1,222
1976 $34,213 1979 $ 5,428
1977 S24.142

Note 7 — Commitments and Contingencies:

The Company is liable for obligations in the normal course of business for the completion of
contracts relating to construction of houses, purchases of land, improvements of property sold and
guarantees to purchasers of apartment projects. In addition, the Company is a defendant in lawsuits
arising in the normal course of business which in the opinion of counsel will not have a material
effect upon the Company. The Company is obligated for annual rentals under long term leases which
in the aggregate are not material

In connection with a sale of land in 1972 (treated as a financing arrangement for financial state-
ment purposes) the Company is obligated to repurchase such land over a six-year period which
began in 1973 at a repurchase price consisting of the Company's selling price, the buyers' develop-
ment and carrying costs and a premium. The premium remaining to be paid on land not yet re-
purchased aggregates approximately $2,180,000.

Note 8 — Interest Capitalizations

It has been the Company's historical practice to capitalize interest relating to obligations incurred
in connection with land, construction and land improvements. Management believes this policy results
in the most appropriate matching of costs and revenues. Had the Company followed the policy
of expensing all interest as incurred income (loss) before income taxes would have been (818,867,000;
in 1974 and $8,765,000 in 1973.

Interest applicable to other obligations including the revolving and term loan agreement has
been expensed as incurred.
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CERRO CORPORATION

(Registrant)

STATEMENT OF EARNINGS

For the Years Ended December 31,1974 and 1973

($ in Thousands)

1974 1973

Net sales $342,836 $324,085
Other revenue, including interest of $9,657 and $3,989, respectively 1'1,357 4,897

354,193 328.982

Cost and expenses:
Cost of products sold 284.112 277,073
Selling and administrative expense 29,638 31,910
Interest on long-term debt 5,331 8,002

Depreciation 3,934 3,941

323,075 318,926

Earnings from continuing operations before taxes and equity in earnings of subsidiaries ... 31,118 10,056
Income taxes (Note R-2) (18.203) (4,696)
Equity in earnings of subsidiaries, net of tax (Schedule III) 3,012 10,018

Earnings from continuing operations - — 15,927 15,378
Earnings from discontinued operations (Note D) — 33.783

Earnings before extraordinary item 15,927 49,161
Extraordinary item (Notes C, D and E) — (45,550)

Net earnings $15,927 $ 3,611

Earnings per Common Share (in dollars)*:
Earnings from continuing operations $2.01 $1.86
Earnings from discontinued operations — 4.08

Earnings before extraordinary item 2.01 5.94
Extraordinary item — (5.50)

Net earnings $2.01 $ .44

Cash dividends 11.05 S .75
' Based upon the weighted average number of shares outstanding during each year

(Thousands of Shares) (Note J) 7,925 8.273

This statement should be read in conjunction with the accompanying notes prefaced with the
letter R — signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and Notes to Summary
of Operations (alphabetical) of Cerro Corporation and Consolidated Subsidiaries contained elsewhere
herein.
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CERRO CORPORATION

(Registrant)

STATEMENT OF RETAINED EARNINGS

.($ in Thousands)

Yean Ended December 31

Balance at beginning of year

Add:
Reappraisal surplus (Note 11)

Net earnings
Cash dividends

Balance at end of year

1974

$154,323

15,927
(8,315)

$161.935

1973

S 103.939

STATEMENT OF PAID-IN CAPITAL

Balance at beginning of year
Excess of cash received over par value of common stock issued upon

exercise of stock options (1973 — 15,407 shares)

Balance at end of year

Yean Ended December 31
1974

$178,218

$178.218

1973

This statement should be read in conjunction with the accompanying notes prefaced with the
letter R — signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and Notes to Summary
of Operations (alphabetical) of Cerro Corporation and Consolidated Subsidiaries contained else-
where herein.
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CERRO CORPORATION

(Registrant)

BALANCE SHEET

December 31,1974 and 1973

(t in thousands)

ASSETS

Current Assets:
Cash
Time and certificates of deposit (includes $104,000 of restricted deposits in 1914,

(Note 3).
Marketable securities at cost less reserve of $2.069 in 1974 — approximately market
Receivable from Peru Government (Note D)
Accounts, notes and other receivables, less allowances for doubtful accounts of $634

in 1974 and SI,086 in 1973 (Schedules II and XII):
Trade
Chile ( Note 5)
Subsidiaries . . -
Other

Inventories ( Note R-4)
Prepaid expenses

Total current assets
Receivable from U. S. Government (Note D)
Notes due from Chile (Note 5)
Future income tax benefit (Notes C and D)
Investments (Schedule III)

Less: reserve (Schedule XII) ,
Property, plant and equipment, net (Note 1 and Schedules V and VI)

1974

S 14,026

113,968
41,343

23.693
4,859

1.728
60,536
674

281,325

25,251
38.297
135.793
(10,145)
44.123

$514.644

1973

$ 11,624

57,013
20.620
30,415

36.697

5.T38
1.8.58
58,464
750

"22.779
10,000
35,674
64.800
llfi.205
(9,855)
42,560

S482.163

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities:
Long-term debt due within one year (Note R-5)
Accounts payable (including in 1974, $4,726 due subsidiaries) (Note 3)
Accrued liabilities:

Salaries and wanes
Income tax (Note R-2)
Interest
Other

Total current liabilities
Long-term debt (Note R-5)
Deferred income taxes (Note C)
Deferred income

Total liabilities

Shareholders' Equity (Notes 9, 10 and 11):
Common stock, ya vtloa $&33% per share, authorized 15,000,000 shires, issuad

8,779,654 stare*
Paid-in capital
Retained earnings (Note 9)

Treasury- shares, at cost, 868,387 and 831,787 shares

Total shareholders' equity

1974

S 5,344
82.809

4.237
11.130

1,390
10.304

115.214
45,771

leo
161,545

29.265
178.218
161,935

369.418
(16,319)

353,099

$514,644

1973

S 4,787
.30.977

2,532
6.001
1,303
8,437

54,037
71,118
10,273

687

136,115

29,265
178,218
154,323

361.806
(15,758)

346,048

$482.163

This statement should be read in conjunction with the accompanying notes prefaced with the
letter R — signifying Registrant

Reference is also made to the Notes to Financial Statements (numerical) and Notes to Summary
of Operations (alphabetical) of Cerro Corporation and Consolidated Subsidiaries contained elsewhere
herein.
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CEHRO CORPORATION
(Registrant)

STATEMENT OF CHANCES IN FINANCIAL POSITION

For the Yean Ended December 31,1974 and 1973

($ in Thousand*)

SOURCES OF FUNDS

1974 1973

Earnings from continuing operations $15,927 $ 15,378

Continuing operation] not (providing) or requiring funds:

Income taxes not payable due to expropriation loss (Cerro de Pasco) 26,503 —

Deferred income taxes, net (10.273) 385

Equity in subsidiaries and affiliates, less dividends (1,752) (9,465)

Investment reserves 290 8,205
Depreciation 3j994 3,941

Total funds from continuing operation! 34.689 18,444

Earnings from discontinued operations (less equity in income of Atlantic Cement of
41,556 which did not provide funds) 32,227

Extraordinary expropriation loss — (45,550)
Less book value of investment in Cerro de Pasco, net of tax, which did not require

funds — 64,897

— 19,347

Funds from other sources:

Payment from U. S. Government 10,000 —

Reduction in notes due from Chile (includes $4,859 classified as current) 10.423 —

Book value portion of proceeds on sale of Atlantic Cement — 36,374

Long-term borrowing — 23,200

Sale of property, plant and equipment 209 248

Other, net (127) 600

Total funds from other sources 20,505 60,422

Total sources of fundi $55,194 $130,440

USES OF FUNDS

Investments in subsidiaries and affiliate* $37,838 $ 18,600

Purchase of property, plant and equipment 5,760 2,022

Purchase of treasury stock 561 8,296

Cash dividend! 8,315 6,188

Reduction of long-term debt 25,347 17,651

Total funds used 77.825 52,755

Increase (decrease) in working capital ($22,631) $ 77,685
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CERRO CORPORATION

(Registrant)

STATEMENT OF CHANCES IN FINANCIAL POSmON — (Continued)

For the Years Ended December 31,1974 and 1973

(I in Thousands)

INCREASE (DECREASE) IN WORKING CAPITAL

Cash, deposits and marketable securities .

Receivable from Peru Government

Accounts, notes and other receivables, net

Inventories

Deferred income taxes

Prepaid expenses

Long-term debt due within one year

Accounts payable

Accrued liabilities

Increase (decrease) in working capital

1974

$80,580

(30.415)

(13,615)

2,072

—(76)

38,546

(557)

(51,832)

(8J88)

(61,177)

($22,631)

1973

$ -19,767

30.415

(16,236)

8,832

(10,990)

(202)

61,586

11,575

(2,591)

7,115

16.099

$ 77.685

This statement should be read in conjunction with the accompanying notes prefaced with the
letter R — signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and Notes to Summary
of Operations (alphabetical) of Cerro Corporation and Consolidated Subsidiaries contained elsewhere
herein.

F-24

LS 001216

MARGRP CDAdm-1507



CERRO CORPORATION

(Registrant)

NOTES TO FINANCIAL STATEMENTS

R-L Pensions

Pension expense charged (o earnings from continuing operations was $1,865,000 and $1,371,000
for 1974 and 1973, respectively.

See Mote 1 to Financial Statements contained elsewhere herein for additional information.

R-2. Income Taxes

Cerro and its subsidiaries file a consolidated U.S. income tax return. The following is an analysis
of the consolidated tax provision and its allocation to Cerro Corporation, equity in the earnings of
subsidiaries, discontinued operations and extraordinary item:

Current payable:

United State*

Foreign

Deferred — United State*

Future tax benefit .......

Adjustment in 1974 to conform to 1973 tax return as filed.

1974 1973
(t (a Thousand*)

$ 2,312*

607

4^201

(10,273)

26.503

$23,350

t 4,618

38,788

842

10,020

(64,800)

($12,532)

1974 1973

Allocated to:

Earnings from continuing operations:

Cerro Corporatiooz

Unfted Stum

State and foreign

Equity in earning! of fobsidiarie*:

United State*

State and foreign

Earning* from discontinued operation*

Extraordinary item

(tin Thousands)

$14.762

3,441

18^03

3,780

1,367

23,350

423,350

$ 4,632

64

4,696

9,902

778

15,376
36,892

(64,800)

($12,532)

See Note C to Summary of Operations contained elsewhere herein for additional information.
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CERRO CORPORATION

(Registrant)

NOTES TO FINANCIAL STATEMENTS

R-3. Supplementary Earnings Statement Information

Supplementary earnings statement information is as follows:
1974 1973

(9 in Thousands)
Maintenance and repairs $6,740 $6,239
Depreciation of property, plant and equipment 3,994 3,941
Taxes, other income taxes 5,225 4.506
Rents 2,377 2,032

NOTE: Royalties, advertising, exploration, research and product development costs were not sig-
nificant in amount.

R-4. Inventories

Inventories, at the lower of cost or market, were comprised of the following:
1974 1973

(9 in Thousands)
Finished goods $23,457
Work-in process 15,515
Raw materials 19,862
Operating supplies 1,702

$60,536

Inventories of $49,632,000 at December 31, 1972 were used in determining cost of products sold
for 1973.

See Note 1 to Financial Statements contained elsewhere herein for additional information.

R-5. Long-term Debt

Interest
Rate Doe 1974 1973

(9 in Thousands)
Promissory notes to institutions (a) 6%% 1975-1987 $26,000 928,000
Promissory notes to an tostttotion (b) 6% 1975-1981 10,500 12,000
Promissory notes to European banb 8% 1978 — 20,000
Subordinated promissory notes to an mdMdnal (c) 12% 1975-1984 11,468 12,071
Other S-6%% 1975-1980 3,147 3,834

Less: Current portion

945,771 $71.118

Payable in annual installment of:
(a) $2,000,000 (b) $1,500,000 (c) 51,207,000

See Note 9 to Financial Statements contained elsewhere herein for additional information.
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Schedule O

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE II — ACCOUNTS RECEIVABLES FROM DIRECTORS, OFFICERS AND EMPLOYEES

For the Yean Ended December 31,1974 and 1973

(} in Thousand*)

Col. A

Name of Debtor

CoLB

Balance
at Beginning

of Period

CoLC

Addition*

Col. D

Deductions
Amount!

Collected

CoLE

Balance
at End of Period

Current Not Current

1974:
Account] Receivable — Other

Directors, Officers and Employees:
H. M. Lasky

L. B. Rubin

1973:
Accounts Receivable — Other

Directors, Officers and Employees:
R. H. Cutler 0)
H. M. Lasky
L. B. Rubin

$42
42

$84

$47

$47

42
42

$84

|42
42

$84

$47

$47

42
42

$84

NOTE:
(1) Earns interest at 5% per annum.
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Schedule V

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE V _ PROPERTY, PLANT AND EQUIPMENT
(Excludes Real Estate Operations)

For the Years Ended December 31,1974 and 1973

($ in Thousands)

Col. A

C Unification

1974.
Li&no! and buildings
Machinery (tod coiiipmcut

Revenue equipment, etc
Construction in progress

1973i

Machinery and equipment

Construction in progress

Col. B

Balance at
Beginning
of Period

$ 30,817
66714

14,853
722

$113,108

$ 28,957
. . 62,357

16,299
1,980

$109,593

Col. c Col. D

Additions at Cost
Acquisitions

$ 5,244
13,037
29,391

358
638

148,668(2)

S —

s —

Other

S 3,364
1,871

784
7,782
3,674

117,455

$ 1,413
1,369
5,463

827

J 9,077

Retirements

1 43
1.061

1,801
81

$2,988

S 341
1,214
3,896

$5,451

Col. E

Other
Changes

$1,461
3,913
1,811

(1.225)

$5.960 (1)

3 783
4,202 (3)

(3,011)(3)
(2,085)

($ 111)

Col. F

Balance at
End

of Period

$ 40,841
84.474
31,966
21,194
3,728

$182.203

$ 30,817
66,714
14,855

722

$113,108

NOTES:

(1) Transferred from investments as a result of initial consolidation of company in 1974.

(2) Principally acquisitions of Golconda Corporation and Fetterolf Coal Group (Note F).

(3) Rectification between accounts.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

REAL ESTATE OPERATIONS

SCHEDULE V —PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 3L, 1974 and 1973

($ in Thousands)

Schedule V
(Realty)

Col. A

Classification

1974:
Land and land improvements
Buildings and sb*uctures . .

Machinery, equipment, etc

Golf courses and related facilities. .

1973:
Land and land improvements
Buildings and structures
Utility system . .

Coif courses and related facilities . .

Modular assembly plant at net real*

Col. B

Beginning
of Period

S 1,168
1,036

10297
1,184

—$13,685

$ 1,246
1,384
7,884

673
5,573

$16,960

$ 2386

CoLC

Addition! at Colt
Acqui-
sitions Otter

S— $ 211
— 6
— 4763
— 82
— 92

9 — $5,154

$— $ 8
— 35
— 2,833
— 282
— 70

S— $3,228

$ — $ —

Col. D

Sales or
Retire-
ments

$ —

_

—
S —

$ 100
629

69
5,573

$6,371

$2,412

Col. E

Other
Change*

(D

(S 20)
(48)

_

950

$882

$ 14
46

(420)
298
(70)

($132)

$ 26

Col. F

Balance at
End

of Period

9 1,359
994

15 060
1,266
1,042

$19,721

S 1 168
1,036

10297
1 184

$13,685

$ —

NOTE:
(1) Principally reclassifications between accounts or transfer from other accounts.
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Schedule VI

CEBRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE VI — ALLOWANCE FOR DEPRECIATION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

(Exclude* Real Estate Operation*)

For the Years Ended December 31,1974 and 1973

($ in Thouundi)

CoLA CoLB CoLC CoLD CoLE CoLF

DetcnpQOQ

1974:

Mschineiy And diuipinmt
Minion properties . . . .
Revenue equipment, etc.

1973:
Ijttd arH huildinjp
Machinery uni ffittrpnmt
Revenue eqnfpinentt etc.

Balance at
Beginnini
of Period

$11,477
39,802

5017

$56496

. . $10,594
35,507
8,373

$54,474

Addition*
Charged to
Codaaod
Expense*

$1434
4,370

98
2,476

78,178

$ 928
3491
1.952

$6,171

Retiremeati

$ 28
603

1452

$1,883

$ 75
920

3446

$4241

Balance at
Other End of

ChantM Period

$ — $12,683
— 43,569
— 98
— 6441

$— $82̂ 91

$ 30 $11,477
1,924 39,802

( 2,082) 5,017

($ 108) $56496
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

REAL ESTATE OPERATIONS

SCHEDULE VI —ALLOWANCE FOR DEPRECIATION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 31,1974 and 1973

($ in Thoiuaads)

Schedule VI
(Realty)

Col. A

Description

1974:
Land and land improvements .

Utility system
Machinery, equipment, etc
Coif courses and related facilities . .

1973:
Land and land improvement! - •
Buildings and structures
Utility system . . .
Machinery equipment, etc.
Coif courses and related facilities

Col. B

Balance at
Beginning
of Period

... $ 3
98

744
401

... —

$1,246

$ 3
247
450
291
520

$1.511

Col.C

Additions
Charged to

Cost*
and

Acquisition* Expenses

$ — $ 6
— 42
— 301
— 165

— —
$ — $514

$ — $ —
— 70
— 245
— 135
— 102

$ — $552

CoLD

Retirements

1 —

^

—
$ —

$ _
152

60
632

3844

CoLE

Other
Chniftf

1 —
2

(75)
77
6

$ 10

$- _
(67)
49
35
10

$ 27

Col. F

Balance at
End

of Period

$ 9
142
970
643

6

$1,770

1 3
98

744
401

$1,246
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Schedule XH

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE XH —VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
(Exclude* Real EMM Operation*)

For the Yean Ended December 31,1974 and 1973

(9 in Thousands).

Col. A Col. B CoLC CoLD CoLE

Additions

Description

Charged
Balance «t Corts Balance at
Bepnami AoqnU- and ^ ^ End of
of Period boot ExjwBsn DodooooOaV Pcnou

1974:
Current Receivables:

Trade . . . . .

Reserve for investmenti . . ...

1973:
Current Receivables:

Trade

Reserve for investment!

$1,363

$9,855

$ 903

$1.650

$118

$ —

1 —
sT^

$ 597

$ 290

1 548

$8.205

$982(1)

$ —

$149(1)

$~H

$ 1090

$10145

$ 1,363

$ 9.855

NOTE:
(1) Uncollectible accounts written off net of recoveries.
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Schedule XH
(Realty)

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

REAL ESTATE OPERATIONS

SCHEDULE XH — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

For the Years Ended December 31,1974 and 1973

($ in Thousands)

Col. A CoLB CoLC CoLD CoLE

Balance * Addition* Bal.no.
Beginanic of Charted Coat* at End of

Datuiyttoa Period imrf ripnnm Deduction* Period

1974:

Allowutce for doubtful account* . . . . $641 - 9297 $98 $833

1973:
Allowsnoe for doubtful account! . . . . $535 $181 $75 $641
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Schedule V
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE V — PROPERTY, PLANT AND EQUIPMENT

For the Yean Ended December 31,1974 and 1973

($in Thousand!)

Col. A

n*nitt,:alfan

1974i

I .and and bnildmff

Conitruction in progrest

1973t

Machinery and equipment . . . .

Col.B

Balance at
Befinninf of

Period

$26,737

64,775

488

$92,000

$26,791

61,239

iyn
1,002

$91,289

Col.C

Additions
at Cost

$2,022

841

2.903

$5.766

$ 192

1,235

595

$2,022

CoLD

Retirements

$ 32
511

81

$ 624

$ 50
1,097

$1,147

CoLE

Other
Changes —

Add (Deduct)

$ 54
615

( 669)

($ — )

($ 196)
3,398 (1)

( 2,257)(1)

( 1,109)

($ 164)

Col.F

Balance at
End of
Period

528,781

65,720

2,641

$97,142

$26,737

84,775

488

$92,000

NOTE:

(1) Rectification between accounts.
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Schedule VI
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE VI — ALLOWANCES FOR DEPRECIATION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Tears Ended December 31,1974 and 1973

($ in Thousands)

Col. A

Description

1974i

• Land and buildings

Machinery and equipment

1973:

Land and buildings

Machinery tod equipment

Other equipment

Col.B

Balance at
Beginning of

Period

$10,927

38,513

$49,440

$10,122

34,697

1.682

$46,501

Col. C

Addition*
Charged to

- Costs and
Expenses

$ 874

3,120

$3,994

$ 804

2,992

145

$3,941

Col. D

Retirement!

$ 28

387

$415

$ 31

868

$899

CoLE

Outer
Changes —

Add
(Deduct)

—

—

t 32

1.692 (1)

($ 103)

Col.F

Balance at
End of
Period

$11.773

41,246

$53.019

$10,927

38,513_

$49,440

Nora:

(1) Reclassification between accounts.
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Schedule XH
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE XH —VALUATION AND QUAUFYLNG ACCOUNTS AND RESERVES

For the Year Ended December 31,1974 and 1973

($ in Thousands)

CoLA

Description

1974:

Current receivables:

Trade

1973i

Current receivables:

Trade

Reserve for investments

Col. B

Balance at
Beginning of

Period

$1086

$9,855

... $ 907

$1.650

CoLC

Addition*
Charged to

Costs and Expenses

$ —
$ 290

$ 289

18.205

Col. 0

Deductions

($452X1)

$_J

($110)(1)

$-^

CoLE

Balance at
End of
Period

1 634

$10 145

$ 1 086

$ 9.855

NOTE:

(1) Uncollectible accounts written off net of recoveries.
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended March 31, 1976 Commission File Number 1-7285

. Cerro-Marmon Corporation
(Exact name of registrant as specified in its charter)

Delaware 52-104-5483
(State or other jurisdiction o f ~ " ( I . R . S . Employer~
incorporation or organization) Identification No.)

39 South LaSalle Street, Chicago, Illinois 60603
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (312) 372-9500

Not Applicable
Former name, former address and former fiscal year, if changed
since last report.

Indicate by check mark whether the registrant (1) has filed all
reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports) ,
and (2) has been subject to such filing requirements for the past 90
days.

Yea _JC No

>v
*t
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CERRO-MAFLMQN CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEET (NOTES 1, 2 AND 3)

March 31, 1976
(In thousands of dollars)

(Unaudited)

ASSETS
Current Assets:
Cash
Marketable securities, less allowance of $ 1,881
Receivables, less allowance of $3,129
Inventories (Note 4)
Other current assets

Total Current Assets

Notes due from Chile
Leadership Housing, Inc. (Note 5)
Property, plant and equipment, less accumulated
depreciation of $28,844

Other assets

LIABILITIES AND STOCKHOLDERS' EQaiTY

Current Liabilities:
Notes payable
Current maturities of long-term obligations
Accounts payable
Income taxes (Note 6)
Accrued liabilities

Total Current Liabilities

Long-term debt (Note 7)
Lease-purchase obligations (Note 7)
Other noncurrent amounts
Commitments and contingent liabilities (Notes 6
and 8)

Stockholders' Equity:
Preferred stock (liquidiation preference and
redemption value of $95,149) (Note 9)

Common stock (Note 9)
Other paid-in capital
Retained earnings (Notes 7 and 9)

Total Stockholders' Equity

$ 20,244
37,685
115,447
155,286
10,562-

339,224

10,992
(1,090)

127,394
16,388

$ 492,908

$' 11,728
12,715
53,336
19,570
38,781

136,130

127,926
17,614
10,201

291,871

*9,781
5,000
10,493
95,763

?01,037

$ 492,908

See accompanying notes.
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Q
CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME (NOTES 1, 2 AND 3)

Three months ended March 31, 1976 and 1975
~ ~ ( I n thousands of dollars)

(Unaudited)

1976 1975
Revenues:
Net sales $ 202,284 $ 67,116
Miscellaneous - net If212 236

203,496 67,352
Costs and expenses:
Cost of product sold 178,562 52,482
Selling and administrative 10,370 6,833
Interest 2.170 2,221

191,102 61,536

Income before amounts shown below 12,394 5,816

Income taxes (Note 6) (6,270) (3,122)

Income before equity in net income
of Cerro 6,124, 2,694

Equity in net income of Cerro (Note 3c) 1,782 3,295

Net income (Note 3c) 7,906 - 5,989

Net income applicable to -preferred
stock (Note 10) (1,001)

Net income applicable to common
•MIC fNr.t-1 101 $ 6,905 $ 5,989stock (Note 10)

See accompanying notes.
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9 ©
CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIAL POSITION (NOTES 1, 2 AND 3)

Three months ended March 31, 1976
(In thousands of dollars)

(Unaudited)

Sources of working capital:
Total provided by operations $ 9,787
Merger of Cerro at February 24, 1976
(Note 3) -
Preferred stock issuable $ 89,743
Harmon's basis in 45.33% of Cerro 80,028
Long-term debt assumed 89,252
Other - net - 12,043

271,066
Less cost assigned to noncurrent
assets 106,246

Total provided by merger of Cerro 164,820

Proceeds from long-term obligations 1,250
•

Decrease in Chilean notes 2,515

Total working capital provided - - 178,372

Dispositions of working capital:
Additions to property, plant and
equipment $ 3,540

Reduction in long-term obligations
(Note 7) 26,305

Increase in other assets 5,569
Other 2*154

Total working capital used 37,568

Zncreaa* in working capital 140,804
Working-capital at January 1, 1976 62,290

Working capital at March 31, 1976 $ 203,094

See accompanying notes.
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o
CERRQ-MARMON CORPORATION

CONDENSED NOTES TO THE
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

March 31, 1976

(Unaudited)

1. Organization

Cerro-Marmon Corporation (Cerro-Marmon) was incorporated on
November 21, 1975 and was inactive until February 24, 1976. On.
that date (1) Cerro-Marmon issued 5 million common shares to GL
Corporation (GL) for all of the outstanding common shares of The
Marraon Group, Inc. (Michigan) (Marmon), in a transaction accounted
for as if it was a pooling of interests, and (2) Cerro-Marmon
issued preferred stock to holders of Cerro Corporation (Cerro)
common stock, other than Marmon, on a share-for-share basis, and
Cerro was merged into Cerro-Marmon in a transaction accounted for
as a purchase. Cerro common stock owned by Marmon, representing
45.33% of the Cerro common stock outstanding, was cancelled. See
Note 3 for information concerning the accounting for the purchase
of Cerro and the allocation of the purchase cost to Cerro's net
assets. As a result of the. above described transactions, GL owns
100% of the outstanding Cerro-Marmon common stock which represents
approximately 82% of the total voting interest in Cerro-rMarmon and
Marmon is a wholly-owned subsidiary of Cerro-Marmon."

2. Basis of the financial statements and consolidation policy

The consolidated financial statements for periods prior to
February 25, 1976 consist of the historical financial statements
of Marmon and all subsidiaries, including Marmon's 45.33% interest
in Cerro accounted for on the equity method.

The consolidated financial statements as of dates and for
periods subsequent to February 24, 1976 include the accounts of
Cerro-Mannon and all subsidiaries (including the former Cerro
businesses and subsidiaries) except Leadership Housing, Inc.
(Leadership) and certain immaterial foreign subsidiaries.

Cerro-Marmon*s investment in Leadership is included in the
consolidated balance sheet at an amount determined after, giving
effect to a reserve for losses established in the allocation of
Cerro-Marmon' s purchase cost of Cerro to this investment. No
amounts applicable to Leadership are included in the consolidated
statement of income subsequent to February 24, 1976 as all net
gains or losses from Leadership's operations and from intercompany
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transactions with Leadership (including income taxes related
thereto), for a two-year period (or appropriate shorter period),
will be credited or charged to the aforementioned reserve for
losses. See "Leadership Housing, Inc." in Note 3b as to the
allocation of purchase cost to the investment in Leadership and
Note 3c as to the treatment of Leadership for purposes of determin-
ing Harmon's equity in Cerro prior to February 25, 1976.

3. Acquisition of Cerro

a. Acquisition transactions -

Effective August 1, 1974, Marmon acquired 3,586,297 common
shares of Cerro, a 45.33% equity interest, at a total cost of
$67,846,000. Of the shares acquired, 813,100 shares were acquired
from GL at GL's cost of $14,031,000 and the remaining shares were
acquired pursuant to a cash tender offer. The shares acquired
from GL were purchased by GL principally during the period
February-May 1974.

On February 24, 1976, Cerro was merged into Cerro-Marmon
(Note 1J. Pursuant thereto, the former common stockholders of
Cerro, other than Marmon, became entitled to receive one share of
Cerro-Marmon $2.25 Cumulative Series A Preferred Stock (Note 9)
for each share of Cerro common stock. A total of' 4,324,970 shares
are issuable, which includes such shares, not as yet determined,
applicable to former Cerro stockholders who will be paid in cash
pursuant to their perfected dissenters' rights. The* preferred;
shares issuable were valued by the Board of Directors of Cerro-
Marmon at $20.75 per share, based on an estimated fair value of
the preferred stock determined when the exchange ratio was approved
by the Board of Directors of Cerro.

The above described transactions have been accounted for
as a purchase of Cerro by Cerro-Marmon. Accordingly, the net
assets of the businesses formerly conducted by Cerro included in
the consolidated balance sheet of Cerro-Marmon reflect amounts
determined after giving effect to a preliminary allocation of
Cerro-Marmon's purchase cost to such net assets. THE RESULTS OF
SUCH PRELIMINARY ALLOCATION ARE SUBJECT TO CHANGE TO REFLECT
ADDITIONAL INFORMATION OBTAINED AND REALIZATION OF ANY BENEFITS
FROM CERBO'S PRIOR INCOME TAX LOSSES.
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b. Purchase cost allocation -

The amount at which Cerro's net assets at February 24, 1975
were included in the Cerro-Marmon balance sheet at that date was -
determined as follows, in millions:

Applicable to 45.33% interest -

Cost to Marmon $ 67.8
Equity in Cerro's undistributed net

income 12.3
Marmon's basis in 45.33% of Cerro at

February 24, 1976 $ 80.1

Applicable to 54.67% interest -

Value of preferred stock issuable $ 89.7
Acquisition costs 1.5
Proposed litigation settlement costs
to be paid by GL (Note 8) 2.6

Cerro-Marmon1s cost of 54.67% of Cerro 93.8

Cerro-Marmon's basis in net assets of Cerro
at February 24, 1976 . $173.9

The allocations of purchase cost to Cerro's net assets
were made as of August 1, 1974 as to the 45.33% interest in Cerro
acquired as of that date and as of February 24, 1976 as to the
54.67% interest in Cerro acquired as of that date. The effect of
the purchase cost allocation was to significantly reduce the
amounts at which Cerro's net assets are included in the Cerro-
Marmon consolidated balance sheet from amounts previously reflected
in Cerro's historical consolidated balance sheet. A comparison of
such amounts as of February 24, 1976 follows, in millions:

Current assets
Current liabilities

Working capital
Leadership Housing, Inc.
Notes due from Chile
Future income tax benefit
Investments and other assets
Property, plant and equipment
Operating rights and goodwill

Cerro

$ 315.6
149.3

166.3
34.6
12.0
34.5
16.8
155.7
19.6

439.5

Cerro-Marmon

$ 315.6
149.3

166.3
(1.9)
13.5

2.0
90.7
2.1

272.7

Less:
Long-term debt
Other non-current amounts

Net assets

91.4
6.3

$ 341.8

89.3
9.5

$ 173.9
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As required by generally accepted accounting principles,

purchase cost was allocated to Cerro's net assets as of the'two
purchase dates. This allocation was made on the following bases:

Net current assets -

'Cost was allocated in amounts equal to Cerro's book values
as such amounts were estimated to approximate fair values.

Notes due from Chile (long-term portion) -

Cost was allocated equal to Cerro's book value as to the
45.33% interest and equal to the face value of the notes, less
applicable income tax effect, as to the 54.67% interest.

Investments and operating rights, net -

No cost was allocated to these assets since appraisal
values are difficult to obtain because of their unique nature.
To the extent additional data as to their value becomes available,
purchase cost will be allocated.

Leadership Housing, Inc. (Net realty assets) -

As more fully explained in Note 5, it is .the present
intention of management to reduce substantially the business,
operations and debt levels of the real estate subsidiary. Leader-
ship, through an orderly liquidation of inventories 'designed to
minimize losses. This liquidation may take place while adverse
market conditions prevail, creating an uncertainty as to the
amount and timing of the ultimate net realizable value
of the real estate inventories.

Other actions may be taken in the future with respect to
the realty operations as management continues to evaluate its
alternatives. However, future actions that might be taken, if
any, and the financial effects thereof are not predictable at
this time because of the conditions in the real estate markets in
which Leadership operates and uncertainties as to future market
conditions* the availability of buyers for Leadership's extensive
realty inventories and the amounts that might be realized from
disposition of the realty inventories under the various conditions
under which they might be sold.

Because of the present conditions in Leadership's real
estate markets and the existing uncertainties, it is not possible
at this time to determine a final amount of purchase cost to be
allocated to the individual realty assets, principally realty
inventories. Therefore, purchase cost has been tentatively
allocated to the net realty assets as a group in an amount approx-
imately equal to Cerro's net investment in Leadership less a
reserve for future realty losses. The amount of the reserve is
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approximately equal to the sum of Cerro's equity in and advances
to Leadership, debt obligations to Leadership, and commitments to
advance additional funds to Leadership at dates of acquisition (See
Note 5). All net gains or losses from Leadership's operations
and from intercompany transactions with Leadership (including
income taxes related thereto) for a.two-year period (or appropriate
shorter period) will be credited or charged to such reserve. It
is expected that present uncertainties concerning the realty
operations will be resolved during this period. Any adjustment of
the carrying value of the net investment in Leadership necessary
at the conclusion of this period, after allocation of purchase
cost to the individual realty assets, will be applied to adjust
the purchase cost allocated to property, plant and equipment (any
credit adjustment applicable to the 45.33% interest will be
classified as a deferred credit). See Note 5 as to the carrying
value of Leadership in the Cerro-Marmon consolidated balance sheet
at March 31, 1976 and for further information concerning Leadership.

Future income tax benefit -

No cost has been allocated to this asset. Future income
tax benefits realized applicable to the 54.67% interest will be
applied to reduce the purchase cost allocated to property, plant
and equipment and benefits realized applicable to the 45.33%
interest will be classified as a deferred credit.

• Liabilities (long-term) - •

Cerro's book values were considered to approximate fair
values with the following exceptions:

A. Certain long-term debt was reduced to. reflect present
value amounts based on current interest rates in excess
of actual rates.

B. A provision was made for Cerro's unfunded vested pension
benefits.

C. Deferred income was eliminated.

these adjustments were further adjusted for income tax
effects.

Property, plant and equipment - net -

After all allocations explained above were made, the
residual purchase cost was allocated to property, plant and equip-
ment (no purchase cost was allocated to property, plant and equip-
ment as to the 45.33% interest).
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c. Effect of purchase cost allocation on reported income -

The purchase cost allocations had the effect of signifi-
cantly increasing the amount reflected by Marmon as its equity in-
the net earnings of Cerro prior to February 25, 1976 and the net
earnings of Cerro-Marmon subsequent'thereto. This effect
(resulting principally from (1) reductions in depreciation and
amortization relating to the reduced carrying value of property,
plant and equipment and intangible assets and (2) reduction or
elimination of losses from Leadership's real estate operations)
was approximately $1,100,000 in the three months ended March 31, :

1975, and approximately $850,000 in the period January 1, 1976
to February 24, 1976 applicable to Marmon1s 45.33% equity in net
earnings of Cerro and approximately $650,000 in the period
February 25, 1976 to March 31, 1976. SUCH AMOUNTS ARE SUBJECT TO
RETROACTIVE ADJUSTMENT TO REFLECT THE EFFECTS OF ANY CHANGES MADE
TO THE ALLOCATION OF PURCHASE COST AND THE EFFECTS OF ANY REALIZA-
TION OF BENEFITS FROM CERRO'S PRIOR INCOME TAX LOSSES.

For purposes of determining Marmon's equity in Cerro's net
earnings, losses of Leadership were adjusted to reflect the
effects of the purchase cost allocation to the investment in
Leadership. These adjustments in the three months ended March 31,
1975 consisted principally of the elimination of direct losses
from realty sales and write-downs (no such adjustments were
required in the period January 1, 1976 to February 24, 1976).
Effective February 25, 1976, the accounting for the 45.33% interest
in Leadership's operations was conformed to the accounting,
discussed in Note 2, adopted for the 54.67% interest acquired on •
February 24, 1976. The effect of this change in estimate on
Cerro-Marmon's consolidated net income subsequent to February 24,
1976 was not material as to Cerro-Marmon' s consolidated net income
for the three months ended March 31, 1976.

• The •treatment followed by Marmon for purposes of determin-
ing its equity in Cerro's earnings was deemed appropriate based
on information known at the time of adoption. However, the
present status of Leadership and the uncertainties relating to
its operations, as discussed in Note 5, indicate that the treatment:
adopted by Cerro-Marmon is more reflective of the present circum-
stances and will result in consolidated operating results that are
more reflective of the effects of the purchase of Cerro at an
amount substantially less than Cerro's historical net asset value.

4. Inventories

The last-in, first out (LIFO) cost of inventories (approxi-
mately 25% of inventories included in the accompanying condensed
consolidated balance sheet) valued under this method was approxi-
mately $26 million less than the approximate current cost
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(determined principally on the basis of standard costs) of these
inventories.

Inventories consist of the following, in thousands:

Refined metals and minerals $ 42,420
Manufacturing inventories 108,510
Operating supplies 4,356

$ 155,286

It is not practicable to classify manufacturing inventories
by stage of production.

5. Leadership Housing, Inc.

Cerro-Marmon's investment in Leadership, a nonconsolidated
real estate subsidiary, is included in the condensed consolidated
balance sheet at Cerro-Marmon's equity in Leadership's net assets
less a reserve for future losses (see Notes 2 and 3). Details of
such investment at March 31, 1976 follow, in thousands:

Cerro-Marmon's investment - net $ 34,980
Less reserve for losses (36,070)

•

Net carrying value $( 1,090)

The reserve for losses was established through the purchase
cost allocation procedures described in Note 3b. Changes in the
reserve from February 25, 1976 to March 31, 1976 were as follows,
in thousands:

Balance at February 25, 1976 $ 36,480
Net loss for the period, as
reported by Leadership ( 789)

Other 379

Balance at March 31, 1976 $ 36,070
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a. Condensed consolidated financial statements of Leadership

as of March 31, 1976 and for the period February 25, 1976 to
March 31, 1976 follow:

«

BALANCE SHEET
(In thousands of dollars]

Assets

Cash $ 1,294
Receivables 34,931
Inventories 111,460
Investments in joint ventures 7,703
Other assets 6,393

$ 161,781

Liabilities

Notes payable $ 97,476
Accounts payable and accrued liabilities 13,252
Deposits " 13,098
Other 2,975

' ... . $ 126,801

Cerro-Marmon's investment - net

Notes, advances and other payables $ 26,080
Notes and other receivables . (7,044)

Amount due to Cerro-Marmon - net 19,036

Preferred stock. Series A 11,695
Common stock and additional paid-in capital 41,250
Accumulated deficit (37,001)

Cerro-Marmon•s equity 15,944

Ctrro-Marmon's investment - net $ 34,980
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STATEiMENT OF OPERATIONS
(In thousands of dollars)

Sales $ 1,877
Interest and other revenue 771

2,648

Costs and expenses:

Cost of sales $ 1,804
Selling and administrative 605
Interest, net of capitalized 1,028

3,437

Net loss $ 789

b. On August 13, 1975, management stated its intention to
reduce substantially the business, operations and debt levels of
Leadership, through an orderly liquidation of inventories designed
to minimize 'losses. It is expected that, after this reduction is
completed, the total assets of Leadership would be less than half
of its total assets at December 31, 1974. AS a result of the
condition of the real estate market existing in the United States
generally, and in Florida in particular, an orderly liquidation
of inventories designed to preserve corporate assets is likely
to take several years. This liquidation may take place while
adverse market conditions prevail. To the extent the- reduction
results in the disposition of inventories other than in the normal
course of business and during a period in which adverse market
conditions prevail, the estimated net realizable value may be
adversely affected by an undeterminable amount.

Leadership has historially utilized its own sales trans-
actions, as well as sales of comparable land and improvements
by others, as one of the primary factors in the determination of
estimated net realizable value. Based upon information available
in 1975, Leadership has made a determination of net realizable
value which resulted in provisions for writedown of inventories
at December 31, 1975. However, the decline in comparable trans-
actions together with adverse market conditions and the inventory
reduction plan mentioned above have created significant uncertain-
ties with respect to Leadership's determination of estimated net
realizable value. Accordingly, uncertainties are created as to
the amount and timing of the ultimate realization upon disposition
of land and improvement inventories carried on the books of Leader-
ship ($75,175,000 at March 31, 1976).

The estimated net realizable value of unimproved property
($31,123,000 at March 31, 1976) held by the two joint ventures in
which Leadership is a participant with the Pritzker Trusts (see e.
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of this note) is subject to the same uncertainties as described
in the preceding paragraph. While Leadership has no investment
in these particular ventures, it is contingently liable to lenders
with respect to approximately $18.7 million of notes payable of
the ventures at March 31, 1976.

Events of Default existed at March 31, 1976 under certain
of the covenants in the Loan Agreement of Leadership. Leadership
anticipates that additional Events of Default may occur in 1976
as a result of continuing unprofitable operations, which may be
affected by the outcome of litigation involving certain receivables
aggregating $1,565,000, the ultimate collectibility of which can
not presently be determined. If Events of Default occur, the Loan
Agreement provides that, upon notification from the principal
lenders, the debt covered thereby would become due and payable.
Discussions have begun to renegotiate the existing Loan Agreement,
the outcome of which cannot be determined at this time.

Cerro financially supported the operations of Leadership
during 1975; however, no decision has been reached as to how
long Cerro-Mamon will continue its support if Leadership's
current operating losses continue and the Loan Agreement does not
provide adequate support during the orderly liquidation period
described above, or the principal lenders withdraw their support.
Cerro-Marmon also has legally binding commitments, in connection
with surety bonds (approximately $34 million at March 31, 1976)
guaranteeing Leadership's performance under certain construction
contracts. A substantial amount of work has been performed under
such contracts, but it is not possible to predict the cost to
Cerro-Marmon, if any, under the surety bonds.

c. Inventories, at the lower of cost to Leadership or
estimated net realizable value, at March 31, 1976 consist of the
following, in thousands:

»

Land and improvement costs* $ 75,175
Single family construction 20,657
Multi-family projects 11,826
Land subject to repurchase from Pritzker
Trusts (see e. of this Note) 3,802

$ 111,460

* Includes $2,002,000 for properties in the process of
foreclosure.
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d. Notes payable at March 31, 1976 consist of the following,
in thousands:

Obligations to banks* $ 44,188
Real estate mortgages, 7% to prime plus
5.5%, due to 2011 51,159

Unsecured notes, 6-8%, due to 1982 2,129

$ 97,476

* Borrowed pursuant to an Amended and Restated Loan Agreement
("Agreement") dated April 1, 1975 and evidenced by a $44,500,000
note due April 1, 1977, subject to acceleration as provided in
the Agreement. The note bears interest at the rate of l-l/4a
above the Bank's Alternate Base Rate. Two percent of such interest
is payable monthly in cash and the difference between the 2% and
the 1-1/4% over the Bank's Alternate Base Rate is accrued until
the total accrued interest equals $5,000,000, after which Leader-
ship shall pay to the Bank in cash the full 1-1/4% above the Bank's
Alternate Base Rate. The balance of the accrued interest shall
be paid at maturity.

The Agreement provides, among other things/ for maintenance
of minimum tangible net worth, limitations on the. purchase of real
estate, the sale of certain assets and investments in new properties
or joint ventures. In addition, Leadership is required to
maintain certain collateral coverage ratios and meet specified
cash flow objectives (based on quarterly projections) which, if not
met, could be deemed Events of Default by the Bank.

Generally, loans under the Agreement are secured by the
assignment of notes, mortgages and deeds of trust; a pledge of
the capital stock of one of Leadership's wholly-owned subsidiaries;
the granting to the Bank of a first mortgage on most of Leadership's
unencumbered real estate; an agreement to assign notes and mortgages
acquired after the closing date; an agreement to grant first
mortgages on real estate acquired after the closing date; the
assignment of Leadership's beneficial interest in two land trusts;
an assignment of its interest in a joint venture and its right to
cash distributions from its other two joint ventures; the assignment
of Excess Cash Proceeds, as defined, if any, from any future sale
of Tamarac Utilities, Inc. by Cerro-Marmon to third parties; and
the assignment to the Bank of all of Leadership's rights in a Tax
Allocation Agreement dated July 31, 1972. In addition. Leadership
has assigned a purchase money note of Cerro-Marmon ($3,623,000 at
March 31, 1976) with all principal prepayments thereon to be
applied to the Bank's note. Certain amounts due to Cerro-Marmon
by Leadership are subordinated to the Bank's claims.

See b. of this Note regarding possible events of default.
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e. Leadership is liable for obligations in the normal course

of business for the completion of contracts relating to construc-
tion of houses, purchases of land, improvements or property sold
and guarantees to purchasers of apartment projects. In addition,-
Leadership is a defendant in lawsuits arising in the normal course
of business which, in the opinion of management and counsel, will
not have a material effect upon Leadership.

In connection with a sale of land in 1972 to the Pritzker
Trusts* (treated as a financing arrangement for financial state-
ment purposes) Leadership is required to repurchase certain land
and has an option to repurchase certain other land at a repurchase
price consisting of Leadership's selling price to the Trusts,
the Trust's development and carrying costs and a premium of $760
per housing unit. If Leadership fails to make the required
repurchases, the Trusts will have a cause of action against
Leadership for damages sustained as a result of the breach of
contract and, in addition, may terminate all of Leadership's
rights under the agreement, including Leadership's option rights,
and may set off against a purchase money second mortgage owned
to Leadership the difference, if any, between the price at which
the Trust sells the property to third parties and the price at which
Leadership would have been required to repurchase the property.

At March 31, 1976, Leadership is obligated to repurchase
land zoned for 3,721 housing units (on which the premium aggregates
approximately $2,850,000) by June 30, 1977 and has an option to
that date to repurchase land zoned for 956 housing- units.
Deposits of $7,244,000 made by the Trusts on the land subject to
repurchase are included in deposits on the March 31, 1976 condensed
consolidated balance sheet.

Leadership is a participant in two joint ventures with
the Pritzker Trusts, each of which provides for participation in
50% of profits and losses. At March 31, 1976, these two ventures,
which hold unimproved property, have not made any sales. In
addition, Leadership is a participant in another joint venture,
which is developing and selling property, in which Leadership
participates in 50% of profits only (not losses) for approximately
40% of the unsold property being developed at March 31, 1976 and
50% of profits and losses for the other 60% of the property.
Leadership also participates in a joint venture in which it
participates in 50% of profits and losses.

In all four of these ventures, Leadership has no obligation
to make any capital contributions except in the event of dissolu-
tion of the ventures. However, to the extent the other partici-
pants make such contributions, preference will be made as to
ultimate distributions for such contributions as well as an interest
factor thereon.
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Receivables at March 31, 1976 include $1,415,000 due from
the Pritzker Trusts. In addition, unrecorded notes of $2,980,000
at March 31, 1976 are due from the Pritzker Trusts which resulted
from sales treated as financing arrangements.

* The beneficiaries of the Pritzker Trust's are members
of the Pritzker family, including J. A. Pritzker and R. A. Pritzker,
principal officers and directors of Cerro-Marmon. The Pritzker
family is also the beneficial owner of GL.

6. Income taxes

Cerro-Marmon is to be included in the consolidated federal
income tax return of GL and, prior to February 25, 1976, Marmon
was included in the GL consolidated federal income tax return.
Pursuant to a formal tax sharing agreement with GL, federal
income taxes of Cerro-Marmon will be determined, in general, as
if the former Cerro affiliated tax group and the Marmon affiliated
tax group each filed separate consolidated tax returns. Prior to
February 25, 1976* federal income taxes of Marmon were determined,
in general, as if Marmon and its domestic subsidiaries filed a
separate consolidated tax return. Federal income taxes so
determined have been paid periodically to GL by Marmon and will
be paid periodically to GL by Cerro-Marmon except that (1) the
former Cerro affiliated tax group shall not be required to make
any tax sharing payments during any taxable period in which Cerro-
Marraon has not currently paid all prescribed dividends or made
sinking fund payments on its Series A preferred stock and
(2) during all other taxable periods the members of the forme1:
Cerro affiliated group shall retain, without restriction, 50%
of any tax sharing payments that would be due to any member of
the GL affiliated group.

As a member of the GL consolidated federal income tax group,
Cerro-Marmon (and Marmon prior to February 25, 1976) is contin-
gently liable for the federal income taxes of the other members
of the group. GL has indemnified Cerro-Marmon (and Marmon) for
any federal income taxes attributable to other members of the
group. .

Federal income taxes accrued but not yet paid to GL or payments
to GL in excess of amounts accrued are included as income taxes
or refundable income taxes in the consolidated balance sheet.
Interest at 115% of the bank's prime rate is paid or received on
differences between payments made and payments due.

At March 31, 1976, Cerro-Marmon has losses (losses of Cerro
and its subsidiaries prior to the dates of acquisition of Cerro by
Cerro-Marmon) which could result in reductions up to approximately
$35,000,000 in future federal income taxes. Realization of the
benefits of such losses will not directly effect the reported
net income of Cerro-Marraon as any benefits realized will be
credited to balance sheet amounts.
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Provisions for income taxes in the consolidated statement of

income for the three noaths ended March 31, 1976 and 1975 include
$515,000 in 1976 (nominal in 1975) provided in lieu of income
taxes and $242,000 in 1976 and $293,000 in 1975 of deferred income
taxes.

7. Long-term debt and lease-purchase obligations

Details of .long-term debt at March 31, 1976 are as follows,
in thousands :

Notes due to banks, 1/2% above prime,
due to 1981 $ 39,000

Notes due to institutions, 6%-6-3/8%
(discounted to an effective rate
of 9.5%), due to 1987 25,900

Notes due to corporations, 9-1/2%,
due 1977-1987 35,000

Notes due to individuals, 5% (discounted
to an effective rate of 9%), due to 1980 5,916

Subordinated debentures, 7%, due to 1990 3,861
Subordinated notes, 12%, due to 1984 6,519
Other H>730

£ 127,926

$25,000,000 of notes due to. banks by Marmon were-prepaid on
February 24, 1976 with funds contributed to the capital of Marmon
by Cerro-Marmon.

The various debt agreements impose certain restrictions on
Cerro-Marmon and certain subsidiaries (including Marmon),
including restrictions on the payment of cash dividends and the
repurchase of capital stock. Pursuant to provisions of the
most restrictive of the agreements, Cerro-Marmon had approximately
$20,000,000 available for the payment of cash dividends and
repurchase of capital stock at March 31, 1976.

Details of lease-purchase obligations at March 31, 1976 are
as follows, in thousands:

3.5 % to 6.8 %, due to 1988 $ 4,405
5.25% to 9.5 %, due to 1993 6,820
5% to 7.5 %, due to 1994 5,139
6% to 8.25%, due to 1990 1,250

$ 17,614
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Scheduled maturities of the long-term debt and lease-purchase
obligations in the five calendar years 1977-1981 are $21,997 000
in 1977, $21,006,000 in 1973, $18,765,000 in 1979, $18,184,000 in
1980 and $17,060,000 in 1981. In addition, the notes due to banks
included in long-term debt require aggregate annual prepayments
(maximum of $6,000,000 per year) beginning April 1, 197.7 based on
the consolidated net income of Marmon.

Certain of the long-term debt and all of the lease-purchase
obligations are secured by certain property, plant and equipment.

8. Litigation

Cerro-Marmon is subject to the possible effects of various
litigation commenced against several defendants, including GL,
Cerro and Marmon, in 1975 and 1976, relating principally to the
purchase of Cerro stock by Marmon in 1974 and the merger of Cerro
into Cerro-Marmon. These actions allege violations of the anti-
fraud provisions of the federal securities laws and common law
and derivative claims, and various wrongdoings on the part of the
various defendants and request various reliefs.

In April 1976, the parties involved in several of the actions
agreed to two stipulations of settlement, subject to court
approval, whereby (1) GL will pay for the benefit of the defined
plaintiff classes (former Cerro common stockholders) up to
$2,550,000 for settlement of the actions, plaintiff's counsels'
fees and expenses and other costs, and (2) certain of the
defendants, not including Marmon, will pay to Cerro-Marmon
$750,000 (including amounts to be paid for plaintiff's counsels'
fees and expenses) for settlement of the derivative claims.

The proposed cost to GL of the payments in (1) above has
been reflected in the accompanying financial statements as a
contribution to the capital of Cerro-Marmon and as an additional
cost of the Cerro common stock acquired (Note 3). The amount to
be received by Cerro-Marmon for the settlement of the derivative
claims will be reflected in the Cerro-Marmon financial statements
upon receipt of the funds with usage limited to payment of regular
dividends to the preferred stockholders.

The above described proposed settlement does not include a
purported class action relating to the merger of Cerro into Cerro-
Marmon filed in February 1976 in New York State Court against
several defendants including Marmon, Cerro and Cerro-Marmon. This
action is based on several alleged causes of action, and asks that
there be an injunction against a merger between Cerro and Cerro-
Marmon that will divest the public stockholders from a residual
equity position, or on terms other than as are presented to the
court and determined by it to be fair and for costs including
attorneys1 fees to the plaintiffs. The complaint alleges
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(1) no corporate benefit for Cerro in which the public stockholders
will share, (2) that the merger will "freeze out" the plaintiff
class from Cerro's "residual equity", (3) that the preference
stock will not share in the residual equity or possible future
growth or improvements in Cerro's financial position, and (4) that
certain defendants (some of whom are officers and/or directors
of Marmon and Cerro-Harmon) breached their fiduciary duties
owed to the public stockholders. Other causes of action allege
breaches of fiduciary duties by certain defendants (some of which
are officers and/or directors of Cerro-Marmon and Marmon) relating
to (1) the $25,000,000 capital contribution to Marmon by Cerro-
Marmon (see Note 7), (2) the adequacy of the payment for the
Cerro common shares which is being received by the plaintiff class,
(3) preparation of the documentation with respect to the merger
and (4) misappropriation of the benefits of the merger to be
shared by the plaintiff class. In February 1976, the injunction
to stay the merger was denied; this denial has been appealed. An
action, substantially similar in all respects to the February 1976
action discussed above, except that it also alleges violation of
the anti-fraud provisions of the federal securities law, was
subsequently filed in Federal Court in New York.

In the opinion of counsel, the claims in these class actions
will not be sustained.

Settlement of certain litigation against Marmon relating to
a 1971 merger has been agreed to by the parties, subject to court
approval. The maximum amount ($422,000) to be paid by Marmon
under the proposed settlement was reflected in Marmon's consolidated
financial statements in 1975.

Other legal actions against Cerro-Marmon or its subsidiaries
are not expected to materially effect Cerro-Marmon's consolidated
financial statements.

9. Capital stock

The authorized capital stock of Cerro-Marmon consists of
10,000,000 shares of $1 par value preferred stock and 10,000,000
shares of $1 par value common stock.

Preferred -

At March 31, 1976, 4,324,970 shares of preferred stock
were issuable (Note 3a). These shares, designated "$2.25
Cumulative Series A Preferred Stock", are entitled among other
things, to dividends at the annual rate of $2.25 per share on a
cumulative basis, a liquidation preference of $22 per share plus
accrued dividends, and are voting (one vote per share). All or
part of the Series A stock may be redeemed by Cerro-Marmon on or
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after April 1, 1981 at $22 per share plus accrued dividends.
Commencing in 1982, 6-2/3% of the Series A shares originally
issued are to be redeemed annually until all such shares are
redeemed or acquired by Cerro-Marmon. Pursuant to terms of the
proposed settlement of certain litigation (Note 8), the annual
dividend rate on the Series A stock will be increased to $2.35
per share beginning 1981.

Common -

At March 31, 1976, 5,000,000 shares of common stock were
issued and outstanding (entitled to four votes per share).
Further, pursuant to terms of the proposed settlement of certain
litigation (Note 8), no payments can be- made with respect to the
common stock until consolidated stockholders' equity is $10,000,00.0
greater than such equity on February 24, 1976. As a result of
the above, no amounts are available at March 31, 1976 for payments
with respect to the common stock.

10. Net income applicable to preferred and common stock

The amount shown in the consolidated statement of income
consists of $963,000 of accrued dividends on the Series A
preferred stock and $38,000 for the accrual of the excess of
redemption value over the value of the Series A preferred stock
issuable, both for the period February 25, 1976 to March 31, 1976.

Earnings per common share amounts are not presented as all
of the common shares of Cerro-Marmon (and Marmon prior to
February 25, 1976) are owned by GL.

11. The accompanying condensed consolidated financial statements
include all adjustments which, in the opinion of management, are
necessary for a fair presentation -of the consolidated financial
position, results of operations and changes in financial position.

Sales of Unregistered Securities (Debt or Equity)

There were no sales of unregistered securities as defined
in Section 2 (1) of the Securities Act of 1933 during the period
ended March 31, 1976.
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CERRO-MARMON CORPORATION

PRO FORMA CONDENSED CONSOLIDATED STATEMENT
OF INCOME (NOTE A)

Three months ended March 31, 1976 and 1975

(In thousands of dollars)
(Unaudited)

Revenues:
Net sales
Miscellaneous net

Costs and expenses:
Cost of product sold
Selling and administrative
Interest

Income before income taxes

Income taxes

Net income

1976

$295,176
3,467

1975

$241,600
6,819

298,643 248,419

259,072
16,252

3,661

278,985

19,658

9*, 692

206,067
17,620

4,465

228,152

20,267

9,899

$ 9,966 $ 10,368

NOTES:

B.

The above statement consists of:

1. The historical statements of The Harmon Group, Inc.
(Michigan) and Cerro Corporation for the periods January 1,
1975 to March 31, 1975 and January 1, 1976 to February 24,
1976, adjusted on a pro forma basis to give effect to
the adjustments resulting from the merger of Cerro into
Cerro-Harmon (See Note 1 to the condensed consolidated
financial statements) and the allocation of Cerro-Marmon's
purchase cost to Cerro's net assets (See Note 3 to the
condensed consolidated financial statements), as if the
merger of Cerro had been completed at the beginning of
each period, and

2. The historical financial statements of Cerro-Marmon
Corporation for the period February 25, 1976 to March 31,
1976.

The above statement should be read in conjunction with the
condensed consolidated financial statements of Cerro-Marmon
Corporation as of March 31, 1976 and for the three months then
ended and related notes.
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MANAGEMENT'S DISCUSSION AMP ANALYSIS OF EARNINGS

The comparability of the accompanying condensed consolidated
statement of income for the three months ended March 31, 1976 with
the statement for the three months ended March 31, 1975 is signifi-
cantly affected by the merger of Cerro Corporation into Cerro-Marmon
Corporation on February 24, 1976 as discussed in the notes to the
condensed financial statements. Therefore, the following comments
relate to the accompanying pro forma condensed consolidated state-
ments of income for the three months ended March 31, 1976 and
March 31, 1975. Details of the pro forma net sales and income
before income taxes are presented below, in thousands of dollars:

Three months ended March 31,
1976 1975

Pro forma net sales:
Manufacturing -

Cerro operations $ 182,874 $ 139,336
Marmon operations 75,974 67,116

Total 258,848 206,452

Mining 15,821 . 18,252
Trucking 20,507 16,896

Total $ 295,176 $ 241,600

Pro forma income before income taxes:
Manufacturing -

Cerro operations $ 9,010 $ 6,184
Marmon operations 10,111 8,423

Total 19,121 14,607

Mining 1,099 6,992
Trucking 996 794

Corporate administrative, interest
and other expenses less
miscellaneous revenues (1,558) (2,126)

Pro forma income before income taxes $ 19,658 $ 20,267

Manufacturing

Cerro

Sales in the first quarter of 1976 were $182,874,000 vs.
$139,336,000 for the like period in 1975. First quarter 1976 sales
of metal products increased approximately 66% from the 1975 level
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which was impaired by strikes at two major plants. Sales of the
metal trading operations increased approximately 25°o due primarily
to the liquidation of inventories maintained for the benefit of
interest rate differentials rather than trading activities. Snles
of wire and cable products declined approximately 10% from 1975
sales due to reduced demand in certain of their market segments.

Profits in the first quarter of 1976 were $9,010,000 vs.
$6,184,000 for the like quarter of 1975. The increase is attrib-
utable to substantially improved results of the metal products
operations from the strike depressed 1975 levels. These operations
also benefited from more stable pricing and increased demand for
many of their products and from increases in basic metal prices
which resulted in higher profits on sales of inventories valued
on a FIFO basis.

The metal trading operations also produced higher profits
in 1976, primarily due to higher sales volume.

These profit improvements were partially offset by a signifi-
cant decline in the profits of the wire and cable operations caused
by severe price competition and reduced demand for their products.

Marmon

Sales increased in the first quarter of 1976' to $75,974,000
from $67,116,000 for the like quarter in 1975. Sales of each of
Harmon's major businesses improved in 1976 except pipe and tubing
which remained relatively flat. The major factor in the sales
increase was the improved demand, particularly in the O.E.M.
market, for Marmon's automotive products.

Profits for the first quarter of 1976 were $10,111,000 as
compared to $8,423,000 for the same period in 1975. Increased
sales of automotive products and mining equipment were the major
reasons for the profit increase. Profits of the pipe and tubing
operations continued to decline as a result of reduced margins.

Mining LS 000716

Th» decline in sales volume from $18,252,000 in the first
quarter of 1975 to $15,821,000 in 1976 is primarily attributable
to the reduced selling price of coal. Because of the acquisition
of Stott Coal Co. and Jenner Mining after the first quarter of 1975,
more tonnage was shipped in the comparable first quarter of 1976.
However, the drastic reduction in the selling price of the various
grades of coal sold by the Mining Group was the primary reason
for the lowered sales volume. In addition, shipments under
contract with the Japanese were reduced due to the economic
conditions in Japan, and an agreement was reached whereby these
shipments would be picked up in the latter part of 1976 or the
beginning of 1977.

The greatly reduced selling price and the high fixed costs
associated with coal mining drastically reduced the profits from
$6,992,000 in 1975 to $1,099,000 for the comparable 1976 period. ^
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Gross margins dropped from approximately SQ-J in 1975 to about
26% in 1976. It is expected that the selling price of coal
will firm-up with the increasing steel production in both the
U.S. and abroad and that commitments made under the Japanese
contract will be honored by them through accelerated shipments
throughout the balance of the year.

Trucking

Operating revenues increased by 21.4% in 1976 over 1975
($20,507,000 vs. $16,896,000) due to the significantly depressed
economic activity in 1975 and a 6% rate increase received-after
the first quarter of 1975. Particular strength was also noted
in increased shipments in anticipation of the March 1976 strike.
and in the Special Commodities (truckload shipments) section of
the business.

Income of $996,000 in 1976 compares to $794,000 in 1975 and
reflects comparable profit margins in 1976 to 1975 levels on
increased 1976 revenues. Also, certain other costs were reduced
in 1976.

Real estate (Leadership Housing, Inc.)

For reasons discussed in Note 2 of the consolidated financial
statements, no amounts relating to the real estate operations are
included in the accompanying pro forma consolidated statements
of income. Leadership's sales continue to be relatively flat -
$7,661,000 for the first quarter of 1976 compared with $7,165,000
for the first quarter of 1975.

Although there was a slight sales increase, a loss continues
to be incurred based on Leadership's historical financial state-
ments which do not reflect any purchase cost allocation adjustments
resulting from the purchase of Cerro by Cerro-Marmon. Such loss
before income taxes was approximately $2,300,000 in the first
quarter of 1976 compared with a loss of approximately $2,600,000
in the first quarter of 1975. Losses are expected for the balance
of the year. See Note 5 to the condensed consolidated financial
statements for information relating to uncertainties as to
Leadership.

Corporate administrative, interest and other expenses, less
miscellaneous revenues :

This net cost decreased from $2,126,000 in 1975 to $1,558,000
for the comparable period in 1976. The principal reasons are the
reduction of home office personnel, the reduction in price interest
rates along with the reduction in certain short and long-term
debt obligations. The first quarter of 1975 also included a
charitable donation of $250,000. These reductions in expense were
partially offset by reductions in miscellaneous revenues, primarily
interest income from temporary investments of cash due to reduced
amounts invested and lower interest rates.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

DATE-

CERRO-MARMON CORPORATION
(Registrant)

,/?

R. C. Gluth, Vice-President
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I SECURITIES AND EXCHANGE COMMISSION

£ WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal
Year Ended December 31, 1976 Commission File Number 1-7285

CERRO-MARMON CORPORATION
(Exact name of registrant as specified in its charter)

_ Delaware _ 52-104-5483
(State or. other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

_ 39 South LaSalle Street, Chicago Illinois _ 60603 _
(Address of principal executive offices) (Zip code)

Registrant's telephone number, including area code (3J.2) 372-9500

Securities registered pursuant to Section 12 (b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
$2.25 Cumulative Series A American Stock Exchange
Preferred Stock

Securities registered pursuant to Section 12 (g) of the Act:

None

Indicate by dMjNSk: mark whether the registrant (1) has filed all reports
required to b«ifiled by Section 13 or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.

Yes X No _

Indicate the number of shares outstanding of each of the issuer's classes
of common stock, as of the close of the period covered by this report.

5,000,000 shares of common stock were issued and outstanding at
December 31, 1976.
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PART I

ITEM I - Business

Cerro-Marmon Corporation (Cerro-Mormon) was incorporated in Delaware on November 25,
1975 and was inactive until February 24, 1976. On that date, Cerro Corporation (Cerro) merged
into Cerro-Marmon pursuant to a vote of shareholders duly taken on such date approving an Agree-
ment and Plan of Merger and an Exchange Agreement each dated as of January 15, 1976. Pursuant
thereto, GL Corporation (GL), a Delaware corporation, exchanged all the outstanding shares of
capital stock of The Mormon Group, Inc. (Michigan) (Mormon), a Delaware corporation, for five
million newly issued common shares of Cerro-Marmon, and Cerro then merged into Cerro-Marmon,
with the outstanding common shares of Cerro held by persons other than Mormon being converted
into and exchanged for an equal number of preferred shares of Cerro-Marmon. The Agreement and
Plan of Merger and the Exchange Agreement are referred to as Exhibits 28 and 29 of this annual
report.

Cerro-Marmon is primarily engaged in manufacturing operations; world-wide metals trading
activities; coal mining; real estate operations; and a common carrier motor freight operation which
is to be sold in June 1977. In addition, Cerro-Marmon has an equity interest in Southern Peru
Copper Corporation, which is engaged in large copper mining operations in Peru.

A description of Cerro-Marmon's principal products, services, markets and sources of supplies
follows:

MANUFACTURING v

PIPE AND TUBING

Cerro-Marmon is engaged in the distribution of carbon, alloy and stainless steel pipe and
tubing. Products are sold to a variety of customers, including manufacturers of machinery and
capital goods, and to the refinery and petrochemical industries. The carbon, alloy and stainless
steel pipe and tubing is purchased primarily from domestic steel mills. Competition is on the basis
of service and price and, therefore, Cerro-Marmon maintains a wide variety of inventory, supplies
technical assistance in conjunction with its sales activities and is required to fill orders promptly.
There are eleven warehouses located in different areas of the United States. Numerous companies
are engaged in the distribution of steel pipe and tubing; however, the sales by any one company do
not account for any significant portion of total sales of this industry.

Cerro-Marmon also produces and sells copper plumbing tube, thin wall industrial copper tube,
electrolytic copper cathode, small diameter drawn copper and extruded and drawn aluminum tubing
and related items. These products are sold primarily to the general construction industry, the
general appliance industry and manufacturers of automotive equipment. Plumbing tubing is sold
principally to plumbing wholesalers direct from the mill. Copper and aluminum industrial tube is
sold primarily to original equipment manufacturers through Cerro-Marmon's sales force and
manufacturers representatives. Electrolytic copper cathodes are sold on the open market directly
to the ultimate user and to Cerrosales (see Metals Trading).

Copper is purchased from foreign and U.S. producers and scrap dealers. Extruded aluminum
ingots in billet form are purchased from prime aluminum producers in the United States and
Canada.

There are approximately 24 primary and redraw copper tube companies with which Cerro-
Marmon competes. All have capacity in excess of demand. Competition is on the basis of price
and service with Cerro-Marmon maintaining regional warehouses and using its own sales force.
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WIRE AND CABLE

Cerro-Mormon produces and sells single and multi-conductor building wire and cable,
control, power and instrumentation cable, aerospace and marine cable, copper wire rod, electrical
metallic tubing and co-axial cable. These products are sold through sales offices, manufacturers'
representatives and distributors to the construction industry, public utilities and diversified manu-
facturers, including those in the defense, maritime and aerospace industries.

Wire and cable operations depend for raw materials, principally copper, on non-captive
sources of supply, including purchases from United States, Canadian and other foreign producers of
primary copper, from Cerrosales (see Metals Trading), from scrap dealers and customer generated
scrap. Copper is purchased in the United States at U.S. producer prices, at dealer prices and at
scrap prices.

There are a large number of competitors with which the wire and cable operations
compete, no one of which necessarily produces the same product line. The competitive position,
therefore, varies with each type of wire and cable produced. The wire and cable operations are not
dependent on a single customer, or a small number of customers, the loss of which would have a
materially adverse effect on this product line.

METAL PRODUCTS

Cerro-Marmon produces and sells mill products, including brass and bronze rod, bar, shapes,
wire, forgings, screw machine parts and die castings, as well as certain low melting point alloys,
principally to original equipment manufacturers and metal distributors. k

The principal markets are the housing, automotive, industrial process and control
equipment, communication equipment and electrical equipment industries. In addition, a portion of
the total sales are to distributors of brass rod products. There are seven major competitors
producing substantially similar metal products as well as over 100 foreign and domestic companies
competing in various lesser degrees with other metal products produced by Cerro-Marmon.
Competition is on the basis of quality and geographic location of facilities. .

Cerro-Marmon also manufactures and sells valves, fittings, regulators and control
equipment for pressurized gasses, principally propane gas. Products are sold in the United States
by a variety of methods, including both direct sales and sales through distributors and dealers. It is
subject to intense competition from a large number of firms in the fields in which it is engaged.

AUTOMOTIVE PRODUCTS

Truck flat leaf springs are manufactured for sale primarily to original equipment
manufacturers (OEM), and secondarily to the replacement market.

In addition, Cerro-Marmon manufactures for sale, primarily to OEM's, gray iron castings for
use in automotive parts such as brake and master brake cylinders, power steering pumps, etc.
Compressors made with Cerro-Marmon castings are used in refrigeration and air conditioning
systems. Malleable iron castings, also produced by Cerro-Marmon, ore employed in the automotive,
•farm equipment, electrical and machine tool industries. A broad line of automotive parts is also
manufactured, including automobile springs, automobile and truck transmission gears, shafts and
synchronizers, clutch plates, U-bolts, chassis and related parts for sale primarily to the
replacement market. Automotive products are manufactured to customer specifications and for
inventory.

The principal raw materials used in automotive products are bar spring steel, steel forgings
and steel plate. The manufacture of castings uses pigiron, scrap, coke, sand and limestone. Such
materials are purchased from domestic and foreign sources.
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Truck flat leaf springs are manufactured through the use of steel stamping equipment, forming
machines and heat treating facilities. Other automotive equipment is manufactured through using a
broad spectrum of metal working equipment. Castings are produced through the use of equipment
employing green sand and shell molding processes. Substantially all sales of OEM truck flat leaf
springs are made to four of the major truck manufacturers.

Competition in this area is on the basis of price, quality and service. Although Cerro-Marmon
believes itself to be an important factor in the medium and heavy duty truck flat leaf spring market, it
is not an important factor in the other areas which comprise this product line.

MINING EQUIPMENT

Cerro-Marmon designs and manufactures underground mining equipment such as feeder-
breakers, conveyors, roof bolters, a continuous mining system, mobile drills, haulages, winches, hoists,
carbide drills, bits and augers, mine cars, brakeman cars and non-explosive blasting systems. These
products are used principally in the coal mining industry and are sold in response to customer orders,
primarily in the United States.

Steel used to manufacture mining equipment is purchased from domestic and foreign steel mills
and service centers. Mining products are fabricated principally with medium and heavy duty
fabricating, assembly and automatically controlled machining equipment. Gear reducers, electric
motors, hydraulic and other components are purchased from various manufacturers.

Competition in the sale of underground mining equipment is on the basis of design, service and
quality, as well as price. Cerro-Marmon believes that there are at least four companies having greater
sales of such equipment, but that it is a significant factor in the market for conveyors and feeder
breakers.

BUILDING PRODUCTS '\

This group designs and manufactures merchandising equipment for display and storage purposes,
metal point-of-purchase displays and other similar products used principally by general merchandise,
variety, department and discount stores, supermarkets and other self-service retail establishments.
These products, which normally are designed and manufactured to the customer's specif ications,. are
sold to a small group of customers, the five largest of which represented in excess of 80% of sales of
this product line by Cerro-Marmon in 1976. ?

Raw materials used to make these products are cold-rolled steel and wood products. These
products are fabricated through metal forming, punching, rolling, welding, machining, plating, sawing,
boring, laminating and painting processes.

Competition in the area of store fixtures is on the basis of price, service and quality. This group
participates in the design of the fixture and is able to offer the customer a product which meets his
specific requirements. Numerous other companies manufacture store fixtures to specification, at
least five of which may have greater market shares.

All-steel doors and door frames are sold nationally to distributors through salaried salesmen.
Steel products are purchased from steel mills and steel service centers to make doors and door frames.
Sales of steel doors are made to a large group of diverse customers none of which represents a
significant portion of such sales.

This group competes with 80 metal door manufacturers on the basis of quality and price. There
are four metal door manufacturers that may have greater market shares.
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METALS TRADING

Cerro-Marmon is engaged in world-wide metal trading activities through its wholly-owned
subsidiary Cerrosales. It trades, generally in a hedged position, in metal contracts on The
Commodity Exchange, Inc. in New York, the London Metal Exchange and foreign exchange markets.
Cerrosales deals in nonferrous refined metals, concentrates and ores, including copper, lead, zinc,
silver and companion metals, and acts as exclusive copper sales agent in the United States and
Canada for Corporation del Cobre, Chile, an agency of the Government of Chile which oversees
most copper production and sales operations of Chile.

COAL MINING

Low volatile metallurgical coal is sold domestically and abroad with a substantial portion of
the present production dedicated to a long-term Coal Sales Agreement (Agreement) with two
Japanese corporations. The remaining production is sold to domestic and foreign steel producers
through the spot market. Medium volatile metallurgical coal is sold principally to a major domestic
steel producer.

The price of coal under the Agreement is subject to adjustments for certain cost fluctuations,
quality requirements and ash and sulfur content. If shipments fail to meet such ash and sulfur
specifications, the buyers may reject such shipments unless a reduced price is negotiated. In the
event of a failure to successfully negotiate such price, the buyers may terminate the Agreement.

Expansions are underway which are expected to increase annual production of low volatile
metallurgical coal from 1,050,000 short tons to 2,500,000 short tons at an estimated cost of $30.6
million, of which approximately $19.9 million had been expended as of December 31, 1976. The
expansions are scheduled for completion in early 1978.

See Coal Mining Operations on pages 5 and 6 of this annual report for information on coal
reserves.

Coal is transported primarily by rail. Within the coal industry, rail cars are in short supply
from time to time. Their unavailability could have an adverse impact upon operations.

REAL ESTATE

Cerro-Marmon's real estate operations are engaged in the sale of improved and unimproved
land and the construction and sale of single-family housing. In addition, the real estate operations
participate in joint ventures engaged in land development.

As a result of conditions of the real estate market in general, and in Florida in particular,
Cerro-Marmon's wholly-owned subsidiary, Leadership Housing, Inc. (Leadership) has been
experiencing operating losses. It is the intention of Cerro-Marmon's management to financially
support Leadership and dispose of the remaining inventories in the ordinary course of business.

Effective April I, 1976, Leadership transferred certain assets (located principally in
California) and related debt to The Housing Group, Inc. (Housing Group), a newly formed wholly-
owned subsidiary of Cerro-Marmon.

During 1976, GL formed The Communities Group, Inc. of Broward County (Communities) for
the purpose of purchasing land from Leadership. As of December 31, 1976, Leadership had sold to
Communities, at book value, approximately $2,243,000 of land subject to existing indebtedness.

As a result of the transfer of construction activities to Housing Group and Communities, all
operating and administrative personnel employed by Leadership became employees of Housing
Group and Communities at January I, 1977.
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SOUTHERN PERU COPPER CORPORATION (SPCC)

Cerro-Mormon has a 21% interest in SPCC, which holds concessions over two mines,
Toquepala and Cuajone, in Peru. The Toquepala mine has reserves of 225 million tons of sulfide
ore. The Cuojone mine has an estimated 470 million tons of sulfide ore reserves, 13.8 million tons
of oxide material reserves and 108 million tons of leach material reserves.

TRUCKING

Illinois-California Express, Inc., a Nebraska trucking corporation (ICX), is a Class I common
carrier of general commodities subject to regulation by the Interstate Commerce Commission.

Cerro-Marmon expects to sell its trucking subsidiary to ICX Corporation, a newly created
corporation formed by certain employees of the trucking concern, in June 1977. Pursuant thereto
Cerro-Marmon expects to acquire a 19.8% minority interest in ICX Corporation and realize a gain
on the sale.

EMPLOYEES

At December 31, 1976 Cerro-Marmon employed approximately 11,000 persons.

ENVIRONMENTAL MATTERS

Cerro-Marmon is subject to various federal, state and local laws, ordinances and regulations
relating to plant safety and air and water pollution. Cerro-Marmon has not received any material
citations for violations of such laws, ordinances or regulations. Cerro-Marmon believes that it is
presently in substantial compliance with all such laws, ordinances and regulations and does not
anticipate making major capital expenditures in connection with environmental matters. Because
of the continued development of new regulations and reinterpretation of existing regulations in this
area, Cerro-Marmon is unable to predict the effect, if any, which any such regulation may have on
its business in the future.

INFORMATION AS TO LINES OF BUSINESS

Information with respect to the principal lines of business appears on pages 34 and 36 of
Cerro-Marmon's 1976 annual report to shareholders and is hereby incorporated by reference.

ITEM 2 - Summary of Operations

The summary of operations for the five years ended December 31, 1976 and the pro forma
statement of income for the two years ended December 31, 1976 and Management's Discussion and
Analysis of Results of Operations appear on pages 33, 35, 38 and 39 of Cerro-Marmon's 1976 annual
report to shareholders arid are hereby incorporated by reference.

ITEM 3 - Properties

MANUFACTURING OPERATIONS

Cerro-Marmon's manufacturing operations are conducted at 45 principal locations having an
aggregate of approximately 7 million square feet of floor space. All significant manufacturing
facilities are owned and, in the opinion of management, well maintained and suitable for their
intended use.

COAL MINING OPERATIONS

Cerro-Marmon owns and leases operating properties in Somerset County, Pennsylvania
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containing coal reserves, principally of metallurgical quality. Properties, covering approximately
15,000 acres, contain reserves of approximately 53 million short tons of clean recoverable low and
medium volatile metallurgical coal. In addition, Cerro-Marmon owns or leases parcels of land
containing coal deposits for which there are no comprehensive exploratory studies Cerro-Marmon,
therefore, is unable to determine the amount of coal in such parcels which will be mined.

REAL ESTATE OPERATIONS

The major landholdings of Leadership, other than those presently under development with
the joint ventures, are: 600 acres in Broward County, Florida; 3,800 acres in Pinellas and
Hillsborough Counties, Flqrida; 800 acres in Palm Beach County, Florida; and 102 acres on Kauai,
Hawaii.

ITEM fr - Parents and Subsidiaries

GL owns five million common shares of Cerro-Marmon, which represents all of the issued
and outstanding common stock of Cerro-Marmon and 82% of the voting interest in Cerro-Marmon.

Following is a list of all significant subsidiaries of Cerro-Marmon, indicating the
percentage of voting securities owned by Cerro-'Marmon and the state or foreign country of
incorporation of each:

Percentage
Of Voting State or Foreign
Securities Country of

Name of Subsidiary* Owned Incorporation*

The Mormon Group, Inc. (Michigan)
Amarillo Gear Company ***
Pikrose and Company, Ltd.
Keystone Tubular Service Corporation
Penn Brass and Copper Company ***
Triangle Auto Spring Company of

Delaware ***
Perfection American Company ***
The Mormon Group of Canada, Inc.
The Boykin Company
Mormon Services Co. ***

Cerro Sales Corporation
Cerro Metals (U.K.) Limited

Cerro International S.A.

Fetterolf Coal and Construction, Inc.
M.F. Fetterolf Coal Co., Inc.
M.F. Land Company, Inc.

Jenner Mining Corporation
GM&W Coal Company, Inc.

JMS Mining Corporation
James M. Stott Coal Company
Stott Coal Company

Golconda Corporation

ICX Industries, Inc. ****
Illinois-California Express, Inc.

Leadership Housing, Inc. **

100
100
100
100
100

100
100
100
100
100

100
100
100

100
100
100

100
100

100
100
100

85

100
94

100

Delaware
Delaware
England
Delaware
Pennslyvania

Delaware
Delaware
Canada
Delaware
Delaware

Delaware
England
Belgium

Delaware
Delaware
Pennsylvania

Pennsylvania
Pennsylvania

Pennsylvania
Pennsylvania
Pennsylvania

Idaho

Delaware
Nebraska

Delaware
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The Housing Group. Inc. 100 Delaware

Tamarac Utilities, Inc. 100 Florida

In addition, Cerro-Marmon has a number of other subsidiaries which, considered in the
aggregate, would not constitute a significant subsidiary.

* Included in the consolidated financial statements, except for ICX, Leadership and Housing
Group which are accounted for on the equity method.

** Leadership has 16 subsidiaries engaged in real estate and related activities.
*** Effective January I, 1977 these corporations were liquidated into The Mormon Group, Inc.

(Michigan).
**** To be sold in June, 1977.

ITEM 5 - Legal Proceedings

A discussion of pending legal proceedings appears on pages 28 through 31 of Cerro-Marmon's
1976 annual report to shareholders which is hereby incorporated by reference. See also
"Environmental Matters" under Item I - Business.

ITEM 6 - Increases and Decreases in Outstanding Securities

(a) Cerro-Marmon was incorporated in Delaware on November 25, 1975 and was inactive until
February 24, 1976. The authorized capital stock of Cerro-Marmon at February 24, 1976 consisted of
the following: fc

Common -

10,000,000 shares of $1 par value. 5,000,000 shares are outstanding, all issued and all owned
by GL. Such securities were not registered under the Securities Act of 1933, in reliance upon an
exemption from registration provided by Section 4(3) of that Act.

Preferred -

10,000,000 shares of $1 par value preferred stock designated $2.25 Cumulative Series A
Preferred Stock - issued as follows:

Shares issuable at February 24, 1976 4,324,970
Less - Shares surrendered for cash at

$ 19 per share at various dates 1,668

Shares in dissent seeking appraisal
rights 64.245

Shares issued and outstanding at
December 31, 1976 (including 141,769
shares held in trust for unlocated
shareholders) 4.259.057

See Note 17 of Notes to Consolidated Financial Statements contained in Cerro-Marmon's
1976 annual report to shareholders which is hereby incorporated by reference.

(b) Increase (decrease) in the amount of outstanding debt securities and indebtedness.

12% Subordinated Promissory Notes to an Individual

Reference is made to Cerro-Marmon's Form 8-K for the month of July 1976.
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ITEM 7 Approximate Number of Equity Security Holders

Number of Holders
Of Record

Title of Class at December 31, 1976

Cerro-Marmon Corporation Common Stock I

Cerro-Marmon Corporation $2.25 Cumulative
Series A Preferred Stock 14,556*

'Represents actual number of shareholders who through December 31, 1976 have converted Cerro
Common shares into Cerro-Marmon Preferred shares.

ITEM 8 - Executive Officers of Cerro-Marmon

(a) Listed below are the names and ages of all executive officers of Cerro-Marmon and the
positions and offices held by each:

Jay A. Pritzker Chairman of the Board 54
Robert A. Pritzker President 50
Robert C. Gluth Executive Vice President 52
George A. Jones Executive Vice President 56
Frederick J. Manning Treasurer 29
Thomas L. Seifert Secretary & Legal Counsel 36 k
John Spevocek Controller 49

Messrs. Jay A. Pritzker and Robert A. Pritzker are brothers. There are no other family
relationships among the executive officers of Cerro-Marmon.

(b) Business experience of each executive officer during the past five years:

JAY A. PRITZKER

Mr. Pritzker was elected Chairman of the Board of Cerro-Marmon in January 1976. He
became a director of Cerro in March 1974 and Chairman of the Board of Cerro in February 1975. He is
presently Chairman of the Board of Mormon (since 1963) as well as an attorney and member of the law
firm of Pritzker and Pritzker.

ROBERT A. PRITZKER

Mr. Pritzker was elected a Director of Cerro-Marmon in November 1975 and its President in
February 1976. He became a Director of Cerro in December 1974 and its President in February 1975.
He is the President and a Director of Mormon, which positions have been held for more than five years.

ROBERT C. GLUTH:

Mr. Gluth was elected Executive Vice President of Cerro-Marmon in September 1976. He was
elected a Director of Cerro-Marmon in November 1975 and Vice President of Cerro-Marmon in
February 1976. He was elected a Vice President of Cerro in May 1975 and a Director in June 1975. He
has been a Vice President of Mormon since February 1970.

GEORGE A. JONES

Mr. Jones was elected Executive Vice President of Cerro-Mormon in September 1976. He
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became a Vice President and Director in February 1976. He was elected a Director of Cerro in
June 1975. Mr. Jones was a Vice President of Mormon from 1970 to 1972 and an Executive Vice
President and Director of Mormon since 1972.

FREDERICK J. MANNING

Mr. Manning was elected Treasurer of Cerro-Marmon in April 1976. He held the position in
Mormon (since 1971) as Manager of Insurance and Employee Benefits, was elected Assistant
Treasurer of Mormon in April 1973 and Treasurer in October 1975.

THOMAS L. SEIFERT

Mr. Seifert was elected Secretary and Legal Counsel of Cerro-Marmon in January 1976. He
has been Secretary and General Counsel of Golconda Corporation since December 1975. He
became Associate General Counsel and Assistant Secretary of Cerro in October 1975. Prior to
joining Cerro, Mr. Seifert was Associate General Counsel for Canteen Corporation (April 1973 to
October 1975) and an attorney with Standard Oil Company (Indiana) (December 1970 to April 1973).

JOHN SPEVACEK

Mr. Spevacek was elected Controller of Cerro-Marmon in September 1976. He was
formerly Vice President and Controller of Cerro since June 1975. Prior to joining Cerro, Mr.
Spevacek was President and Chief Executive Officer of Anderson Manufacturing Company, Inc.
(September 1973 to June 1975). From May 1967 to September 1973, Mr. Spevacek served as Group
Vice President —Finance of Amphenol Components Group, Bunker Ramo Corporation. k

ITEM 9 - Indemnification of Directors and Officers

The General Corporation Law of the State of Delaware provides authority for the
indemnification of directors and officers in the defense of civil and criminal actions and the
purchase of insurance in connection therewith. The Bylaws of Cerro-Marmon provide for the
indemnification of directors and officers to the full extent and in the manner permitted by the laws
of the State of Delaware. Cerro-Marmon does not have insurance covering its directors and
officers. ^

ITEM 10 - Financial Statements and Exhibits

Listed below are all of the financial statements and exhibits filed as part of this report:

(a) Financial Statements - see pages 15 and 16.

(b) Exhibits:

1. Certified copy of Certificate of Incorporation of Cerro-Marmon Corporation, dated
November 25, 1975 as filed with Secretary of State of the State of Delaware.

2. Certified copy of Certificate of Designation, Powers, Preferences and Rights of the
Series of the Preferred Stock of Cerro-Marmon Corporation, dated February 17, 1976
as filed with the Secretary of State of the State of Delaware.

3. Certified copy of Certificate of Incorporation of Cerro-Marmon and Certificate of
Amendment of Certificate of Incorporation of Cerro-Marmon dated February 17, 1976
as filed with the Secretary of State of the State of Delaware.

ft. By-Laws of Cerro-Marmon Corporation as approved by the Board of Directors at the
February 2ft, 1976 Meeting amended as of May 2ft, 1976.
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5. Certified copy of Certificate of Merger of Cerro Coroporation and Cerro-Marmon
Corporation, dated February 2k, 1976 as filed with the Secretary of State of the State
of New York.

6. Registration Statement on Form S-14 as filed by Cerro-Marmon Corporation with the
SEC on January 26, 1976.

7. SEC Order declaring the Registration Statement Form S-14 effective at 1:00 P.M.
E.S.T. on January 26, 1976.

8. Registration Statement on Form 8-A as filed by Cerro-Marmon Corporation with the
SEC on February 12, 1976.

9. Amendment No. I to Registration Statement on Form 8-A dated February 9, 1976, as
filed with the SEC on February 24, 1976.

10. Amendment No. 2 to Registration Statement on Form 8-A dated February 9, 1976, as
filed with the SEC on February 25, 1976.

11. Schedule 13-D of The Mormon Group, Inc. (Michigan) filed pursuant to Rule !3d-2,
dated September 27. 1974.

12. Amendment No. I to Schedule 13D of The Mormon Group, Inc. (Michigan) filed
pursuant to Rule !3d-2, dated December 16, 1975.

13. Amendment No. 2 to Schedule 13D of The Mormon Group, Inc. (Michigan) filed
pursuant to Rule !3d-2, dated March I, 1976.

14. Listing Application of Cerro-Marmon Corporation for $2.25 Cumulative Series A
Preferred Stock, dated February 24, 1976.

15. Listing Eligibility Opinion of American Stock Exchange dated February 18, 1976.

16. Letter from Cerro-Marmon Corporation to the American- Stock Exchange regarding
Tax Sharing Agreements, dated February 23, 1976.

17. Letter from Cerro-Marmon Corporation to the American Stock Exchange regarding
compliance with Exchange regulations, dated February 24, 1976.

18. The Internal Revenue Service tax ruling dated January 30, 1976.

19. The Internal Revenue Service supplemental tax ruling dated April 9, 1976 with
attached memo dated April 17, 1976.

20. Tax Sharing Agreement among GL Corporation, The Mormon Group, Inc. (Michigan)
and certain of their subsidiaries, dated December 31, 1971.

21. Supplemental Tax Sharing Agreement among GL Corporation, The Mormon Group, Inc.
(Michigan) and certain of their subsidiaries, dated December 31, 1971.

22. Adoption Agreement among certain subsidiaries of GL Corporation, dated December
31, 1972.

23. Adoption Agreement among certain subsidiaries of GL Corporation, dated December
31, 1973.
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24. Adoption Agreement among certain subsidiaries of GL Corporation, dated December
31, 1974.

25. Interest Agreement dated January I, 1975 among parties to the 1971 Tax Sharing
Agreement and its Supplemental Agreement, both dated December 31, 1971.

26. Amendment and Restatement of the Supplemental GL Tax Sharing Agreement, dated
as of February 24, 1976.

27. Tax Allocation Agreement between Behring Corporation and Cerro Corporation, dated
July 31, 1972.

28. Agreement and Plan of Merger dated as of January 15, 1976 by and between Cerro-
Marmon Corporation and Cerro Corporation. (Incorporated by reference to Form S-14
Registration Statement as filed with the Securities and Exchange Commission on
January 26, 1976.)

29. Exchange Agreement dated as of January 15, 1976 among GL Corporation, The
Mormon Group, Inc. (Michigan), Cerro Corporation and Cerro-Marmon Corporation.
(Incorporated by reference to Form S-14 Registration Statement as filed with the
Securities and Exchange Commission on January 26, 1976).

30. Cerro Corporation Prospectus and Proxy Statement dated January 26, 1976.
(Incorporated by reference to Form S-14 Registration Statement as filed with the
Securities and Exchange Commission on January 26, 1976). k

31. Note Agreement of February 6, 1967 among Cerro Corporation, The Prudential
Insurance Company of America and Aetna Life Insurance Company, as amended.
(Incorporated by reference to Form 8-K of Cerro Corporation for March 1967 and
Forms 10-K of Cerro Corporation for the years ending December 31, 1967 through
1974).

32. Letters dated December 31, 1975 from The Prudential Insurance Company of America
and Aetna Life Insurance Company to Cerro amending Exhibit 31. (lncorporated:by
reference to Form S-14 Registration Statement as filed with the Securities and
Exchange Commission on January 26, 1976).

33. Letter of March 31, 1975 from The Prudential Insurance Company of America to Cerro
amending Exhibit 31.

34. Letter of May 6, 1975 from Aetna Life Insurance Company to Cerro amending Exhibit
31.

35. Amended and Restated Loan Agreement dated as of June 30, 1975 between Leadership
Housing, Inc. and certain institutional lenders. (Incorporated by reference to Form 8-K
of Cerro Corporation for the month of June, 1975).

36. March 9, 1976 Amendment to Exhibit 35. (Incorporated by reference to Form 10-K of
Cerro Corporation for the year ending December 31, 1975).

37. Collateral Agreement between Cerro Corporation and First National City Bank dated
June 18, 1975 relating to Exhibit 35. (Incorporated by reference to Form 8-K of Cerro
Corporation for the month of June, 1975).

38. Participation Agreement between Cerro Corporation and First National City Bank
dated June 18, 1975 relating to Exhibit 35. (Incorporated by reference to Form 8-K of
Cerro Corporation for the month of June, 1975).
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39. Subordination Agreement between Cerro Corporation and First National City Bank
dated June 18, 1975 relating to Exhibit 35. (Incorporated by reference to Form 8-K of
Cerro Corporation for the month of June, 1975).

40. 1976 Profit Sharing Plan for ICX Industries, Inc. (Incorporated by reference to Form
S-14 Registration Statement as filed with the Securities and Exchange Commission on
January 26, 1976).

41. Loan Agreement among Fetterolf Coal And Construction, Inc., Sumitomo Metal
Industries, Limited and Mitsubishi Corporation dated October I, 1974 and amendment
thereto dated as of December 16, 1974. (Incorporated by reference -to Form 10-K of
Cerro Corporation for the year ending December 31, 1974).

42. Coal Sales Agreement dated October I, 1975 among Fetterolf Coal And Construction,
Inc., Sumitomo Metal Industries, Limited and Mitsubishi Corporation and addendum
thereto. (Incorporated by reference to Form 10-K of Cerro Corporation for the year
ending December 31,1974).

43. Letter of October I, 1974 from Cerro to Mitsubishi Corporation and Sumitomo Metal
Industries, Limited relating to Exhibits 41 and 42. (Incorporated by reference to Form
10-K of Cerro Corporation for the year ending December 31, 1974).

44. Operating Agreement of March II, 1975 by and among Fetterolf Coal And
Construction, Inc. and Mitsubishi Corporation and Sumitomo Metal Industries, Limited.
(Incorporated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974).

45. Agreement between Cerro and C. Gordon Murphy dated June 12, 1974. (Incorporated
by reference to Form 10-K of Cerro Corporation for the year ending December 31,
1974).

46. Amendment dated December 16, 1974 to Exhibit 45. (Incorporated by reference to
Form 10-K of Cerro Corporation for the year ending December 31, 1974).

47. Agreement between Cerro and C. Gordon Murphy and letters relating thereto dated
February 12, 1975. (Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974).

48. Agreement between Cerro and C. Gordon Murphy and letters relating thereto dated
February 12, 1975. (Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974).

49. General Indemnity Agreement of May, 1971 between Cerro and Argonaut Insurance
Company., (Incorporated by reference to Form 10-K of Cerro Corporation for the year
ending Q»c«mber 31, 1974).

50. Generaf Indemnity Agreement between Cerro and Highland Insurance Company.
(Incorporated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974).

51. Amendment dated February 12, 1975 to Agreement of May 30, 1972 between
Leadership Housing, Inc. and Harrison M. Lasky. (Incorporated by reference to Form
10-K of Cerro Corporation for the year ending December 31, 1974).

52. Amendment of March 14, 1975 of the Joint Venture Agreement of Leadership Housing,
Inc. doted December 20, 1972. (Incorporated by reference to Form 10-K of Cerro
Corporation for the year ending December 31, 1974).
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A copy of any exhibit may be obtained by a stockholder of Cerro-Marmon by making a
written request therefore to the Secretary of Cerro-Marmon and by paying Cerro-Marmon's costs
of reproduction and postage.

ITEMS 11 through IS. inclusive

Information called for by Items II through 15, inclusive, will not be filed at this time
pursuant to General Instruction H which permits omission if a definitive proxy statement is filed
not later than 120 days after the close of the year.
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SIGNATURES

Pursuant to the requirements of Section 13 or I5(d) of the Securities Exchange Act of 1934,
the registrant has a\jly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

CERRO-MARMON CORPORATION
(Registrant)

BY:
(Signature)
Robert C. Gluth
Executive Vice President
CERRO-MARMON CORPORATION

Thorna
Secretary and ll/gal Counsel
CERRO-MARMON CORPORATION

April 25, 1977
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CERRO-MARMON CORPORATION

INDEX TO FINANCIAL STATEMENTS
COVERED BY REPORTS OF CERTIFIED PUBLIC ACCOUNTANTS

(Item I0(a»

References

Form 10-K
(Page)

Cerro-Marmon Corporation:
Consent and Reports of Certified Public Accountants F-l-2
Data incorporated by reference from attached Cerro-Marmon

1976 annual report to shareholders:
Consolidated balance sheet at December 31, 1976 and

1975
For the years ended December 31, 1976 and 1975 -

Consolidated statement of income
Consolidated statement of shareholders' equity
Consolidated statement of changes in financial position..
Notes to consolidated financial statements

Supplementary information F-3-7
Schedules for the years ended December 31, 1976 and 1975:

III - Investments in, equity in earnings of, and dividends
received from affiliates and other persons. F-8

IV - Indebtedness of affiliates and other persons - not
current F-9

V -Property, plant and equipment F-IO
VI - Accumulated depreciation, depletion and amortization

of property, plant and equipment F-l I
XII - Valuation and qualifying accounts and reserves. F-l2

Leadership Housing, Inc.:
Report of Independent Certified Public Accountants F-13-l^
Consolidated balance sheets at December 31, 1976 and 1975 F-l5
For the years ended December 31, 1976 and 1975 -

Consolidated statements of operations and accumulated
deficit F-16

Consolidated statements of changes in financial position... F-l7
Notes to consolidated financial statements F-l8-38

Schedules for the years ended December 31, 1976 and 1975:
II - Amounts receivable from directors, officers and

employees. F-39
V - Property, plant and equipment F-40

VI - Accumulated depreciation and amortization of
property, plant and equipment F-41

XII - Valuation and qualifying accounts and reserves. F-42
XVI - Supplementary information to statements of

operations. F-43

The Housing Group, Inc.:
Report of Certified Public Accountants. F-44

The Communities Group, Inc. of Broward County:
Report of Certified Public Accountants. F-45

15

Annual Report
to Shareholders

(Page)

5-6

8
9
10- 1 I
12-32
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References

Boca del Mar Associates and Boca del Mar Golf and
Tennis Clubs (Partnerships):
Report of Certified Public Accountants.

Form 10-K
(Page)

F-46

Annual Report
to Shareholders

(Page)

All other schedules for Cerro-Marmon Corporation and Leadership Housing, Inc. hove been
omitted since the reguired information is not present or is not present in amounts sufficient to
reguire submission of the schedule or because the information reguired is included in the respective
financial statements or the notes thereto.

Financial statements of the nonconsolidated subsidiaries, other than the financial statements
of Leadership Housing, Inc., and the affiliated companies have been omitted since, in the
aggregate, these companies do not constitute a "significant subsidiary".

Those financial statements listed in the above index together with the report thereon of
Arthur Young & Company dated April 22, 1977 which are included in the annual report to share-
holders of Cerro-Marmon Corporation for the year ended December 31, 1976 are hereby
incorporated by reference. All other pages of Cerro-Mormon's annual report to shareholders are
incorporated elsewhere herein by reference, with the exception of the Letter from Chairman and
President and General Information on pages I, 2 and 3 which are not deemed to be filed as part of
this annual report.

Financial statements of Cerro-Marmon (not consolidated) have been omitted for the year
ended December 31, 1975 since Cerro-Marmon was at that time an inactive company (Note I of
Notes to Consolidated Financial Statements). Financial statements of Cerro-Marmon (not
consolidated) for the year ended December 31, 1976 have been omitted and will be subseguently
filed by amendment to this annual report.
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the incorporation by reference in this Annual Report on Form 10-K of Cerro-

Marmon Corporation of our report dated April 22, 1977 included in the 1976 annual report to

shareholders of Cerro-Marmon Corporation.

We also consent to the addition of the supplementary information and consolidated schedules

of Cerro-Marmon Corporation listed in the accompanying index to financial statements to the

statements covered by our report dated April 22, 1977 incorporated herein by reference.

ARTHUR YOUNG & COMPANY

Chicago, Illinois

April 22, 1977

F-l
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors
of ICX Industries, Inc.

In our opinion, the consolidated balance sheet and the
related consolidated statements of earnings, of changes in stock
holders' equity and of changes in financial position of ICX
Industries, Inc. (not presented separately herewith) present
fairly the financial position of ICX Industries, Inc. and its
subsidiary at December 31, 1976, and the results of their opera-
tions and the changes in their financial position for the year,
in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year.
Our examination of these statements was made in accordance with
generally accepted auditing standards and accordingly included
such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances. ,

PRICE WATERHOUSE & CO.

2300 Colorado National Building
Denver, Colorado 80202
February 3, 1977, except as

to the fourth paragraph of Note
8 which is set forth below,
which is as of February 23, 1977

NOTE 8 - (fourth paragraph):

Under the terms of the two bank agreements signed February 23,
1977, ICX INCORPORATED and ICX have obtained revolving credits for
$25,000,000, subject to certain conditions for closing and certain
borrowing limitations. Any loans under these agreements will be
secured by a pledge of ICX's capital stock, revenue equipment and
certain other operating equipment and terminal properties, and
operating rights and authorities. The agreements contain various
restrictive covenants including current ratio, net worth, cash
dividends, redemption of capital stock and limits on additional
indebtedness.
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CERRO-MARMQN CORPORATION

SUPPLEMENTARY INFORMATION

Inventories and Cost of Goods Sold

Inventories and supplies at December 31, 1974 used to determine cost of goods sold were
$55,098,000.

For purposes of determining the lower of cost or market for coal and manufacturing
inventories, market is generally considered to be net realizable value. Cost consists principally of
raw materials and purchased components, direct labor and direct and indirect manufacturing or
mining costs.

Stock Options

In connection with the merger of Cerro into Cerro-Marmon, Cerro's obligations with respect
to two stock option plans covering key employees were assumed by Cerro-Marmon. As a result, all
outstanding options were converted from options on Cerro common stock into options on Cerro-
Marmon preferred stock. The 1970 Plan, under which no additional options may be granted, is a
qualified plan whereas the 1971 Plan is a non-qualified plan. Options granted under the Plans
generally expire five years from the date of grant.

Options under the 1970 Plan entitle an optionee to receive shares of Cerro-Marmon's
preferred stock, whereas options under the 1971 Plan entitle an optionee to receive cash In an
amount equal to the difference between the option price and the market value of Cerro-Marmon's
preferred stock at the time the option is exercised. The exercise of an option under the 1971 Plan
by an optionee holding an option under the 1970 Plan results in cancellation of the 1970 Plan option.

The 1971 Plan provides that the option price per share is subject to reduction in an amount
equal to the aggregate cash dividends declared and paid on each share during the period beginning
with the later of (a) May 14, 1974 or (b) the date of grant of the option and ending on the date the
option is presented for exercise, subject to the limitation that in no event will the option price per
share be reduced to less than 50% of the original option price per share. The 1971 Plan is to remain
in effect until terminated by the Board, but no options may be granted after February 23, I960.'

The Board of Directors has the power to cancel all or any part of any outstanding options
under the 1971 Plan in the event it determines that the ultimate federal income tax consequences
or the financial accounting effects of the exercise of options under the plan would not be in the
best interest of Cerro-Marmon.

The option price under both Plans is 100% of fair market value of the stock on the date of
grant. Details of transactions for the period subsequent to February 24, 1976, the date of merger
of Cerro into Cerro-Marmon, through December 31, 1976 were as follows:
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Options exercisable
at February 2k, 1976

1970 Plan
1971 Plan

Options exercised
1971 Plan

Options cancelled
1970 Plan
1971 Plan

Options outstanding
December 31, 1976

1970 Plan
1971 Plan

NOTE: Option price
declared and paid

No. of
Shares

24,859
81,690

29,700

21,066
9,000

3,793
42,990

Option Price (Note)
Per

Share

Market Value

$13.88 to 17.25
8.72 to 15.16

11.41 to 15.16

15.13 to 17.25
I 1.41 to 15.16

13.88 to 16.19
8.72 to 14.19

Amount

406,897
952,414

420,664

349,263
117,629

57,634
414,122

Share Amount
At February 24. 1976

$ 19.00
19.00

$ 472,321
1,552,110

At Dates Exercised
19.88 to 21.88 606,113

At December 31. 1976
23.25
23.25

88,187
999,518

per share under the 1971 Plan has been adjusted to reflect cash dividends
on and after May 14, 1974 as-discussed above.

The expected cost to Cerro-Marmon of assuming Cerro's option obligations was accrued as to
the 54.67% interest in Cerro acquired by Cerro-Marmon as of February 24, 1976 in connection with
the allocation of purchase cost to Cerro's net assets. Increases in the excess of the market value of
the preferred stock subject to outstanding options over the related option prices are accounted* for
by charges to expense as such increases occur.

Plant and Equipment

Depreciation rates used were as follows:

Buildings and improvements (Note) 2% to 20%
Machinery and equipment 4% to 50%
Utility plant 2.5% to 10%

NOTE:

Leasehold improvements are depreciated over the lesser of the term of the lease or the
useful life of the asset.

Current Replacement Cost Information (Unaudited)

The following current replacement cost information is presented pursuant to the requirements
of the Securities and Exchange Commission (SEC). Some of the factors to be considered in
interpreting this information ore as follows:

The determination of estimated replacement cost requires subjective judgments and
estimates. Because of such subjective judgments and the errors inherent in estimates, the
data may not be fully comparable between companies providing such data.

Simplistic use of the replacement cost information should be avoided. The SEC
intentionally determined not to require the disclosure of the effect on net income of
calculating cost of sales and depreciation on a current replacement cost basis, both because
there are substantial theoretical problems in determining an income effect and because it did
not believe that users should be encouraged to convert the data into a single revised net
income figure. The factors of subjective judgment, errors inherent in estimation and the
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many specific factual circumstances involved make the data inappropriate to the
determination of "true income" or comparability between companies.

The replacement cost information is based upon the hypothetical assumption that
replacement of inventory and productive capacity would be on an "instant" basis. The
replacement cost estimates do not take into account the manifold problems resulting from
such hypothetical change and accordingly would require studies in depth before undertaking
actual replacement. The estimates are not necessarily indicative of management's intentions
with respect to replacement or of costs that might be incurred; nor should the information be
interpreted as to indicate that present plans to replace productive capacity or actual
replacement would or could take place in the manner assumed in estimating the information.

Replacement cost data is not necessarily indicative of current value or sales value; nor
does it represent adjusted book value.

The information does not reflect all the effects of inflation and other economic factors
on Cerro-Marmon's current cost of operations; nor does it reflect consideration of these
effects on assets other than inventories and productive capacity and the related effects on
other costs.

It must also be recognized that comparison between Cerro-Marmon's historic cost and
replacement cost information requires consideration of the adjustments to Cerro's historic costs
arising out of the purchase of Cerro by Cerro-Marmon. The purchase cost allocation required as a
result of this purchase had the effect of completely eliminating the carrying value of property,
plant and equipment at August I, 1974, and subsequent depreciation thereon, with respect to Cerro-
Marmon's 45.33% purchase of Cerro and significantly reducing such carrying value at February 24,
1976, and subsequent depreciation thereon, with respect to Cerro-Marmon's 54.67% purchase of
Cerro. Accordingly, accumulated depreciation on a Cerro-Marmon historical cost basis includes
depreciation on Cerro's plant and equipment additions subsequent to August I, 1974 with respect to
the 45.33% purchase and ten months' depreciation with respect to the 54.67% purchase.

The estimated replacement cost of a substantial portion of Cerro-Marmon's property, plant
and equipment relates to property acquired in used condition, largely as a result of Cerro-Marmon's
purchase of Cerro. The useful lives assigned to such properties were necessarily shorter than would
have been assigned to comparable new assets. However, for purposes of calculating depreciation on
used properties on a current replacement cost basis, Cerro-Marmon's policy with respect to the
useful lives of new properties has been reflected. Additionally, for purposes of calculating
accumulated depreciation on used properties on a current replacement cost basis, expired lives
have been determined by subtracting estimated remaining lives from new property lives.

Cerro-Marmon computes depreciation on property, plant and equipment principally on
accelerated methods. Pursuant to SEC requirements, depreciation on a replacement cost basis is
computed on a straight line basis. Additionally, improvements to existing properties have
significantly extended the originally assigned useful lives of such properties in some instances.
These factors further complicate interpretation of the accompanying information.

In recognition of the unique problems involved in the determination of replacement cost of
mineral reserve assets, the SEC has granted a one-year exemption from the determination of such
information. Accordingly, the replacement cost of inventories and cost of sales includes depletion
of Cerro-Marmon's coal reserves on a historic cost basis.

This information is provided as required, but in the opinion of management has very limited
analytic value. Any analysis must consider the limitations noted above and the methods of esti-
mation described below.
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Estimated
Historic Replacement

Cost Cost

December 31, 1976:
Inventories

Property:
Buildings and improvements
Machinery and equipment (including processing
plants for coal and utility operations)

Less accumulated depreciation

Land, including mineral reserve assets net of
accumulated depletion of $512

Property - net

Year ended December 31, 1976:
Cost of sales (including $8,720 historic

cost depreciation and $22,692 replacement cost
depreciation)

Depreciation expense (exclusive of amounts allocated
to cost of sales)

(In thousands of dollars)

$202.120 $ 234.020

$ 37,834

70.356
108,190
31.629

$147,471

338.370

485,841
215.789

76,561 $ 270,052

23,531

$703.515 $717.828 „

$ 740 $ 1.132

The methods of estimation of replacement costs were as follows:

Buildings and improvements - Current estimated construction costs to obtain equivalent
space within acceptable geographical locations. Such current estimated construction costs
were obtained from vendors or available appraisal reports or were obtained through
application of "unit of space" costing techniques.

Machinery and equipment - Vendor quotations on the major items of equipment, use of
engineering estimates and the use of productive capacity cost per unit in the case of the coal
processing and utility plants. The replacement cost of the remaining property was estimated
based upon the relationship of replacement cost to historic cost developed as described above.

Inventories - Raw materials: current prices or quotations reflecting the terms and
conditions under which Cerro-Mormon generally purchases its materials. Work in process and
finished goods**«Orrent raw material costs plus estimated labor and overhead costs, including
depreciation afflhcr replacement cost basis, which would be incurred in replacement of
inventory based upon current cost experience and production volumes.

Cost of sales - Adjustment of historic cost of sales for the replacement cost effect on
opening and closing inventory, replacement cost of materials that were significantly different
in price throughout the year and ̂ replacement cost depreciation. With respect to metal
trading inventories and inventories valued under the LIFO method (31% and 22% of
consolidated ending inventories, respectively), cost of sales on a historic cost basis was
generally determined to closely approximate cost of sales on a replacement cost basis.

Cerro-Marmon is generally not subject to unusually rapid technological change in its
manufacturing processes. Nonetheless, it is important to note that the above replacement cost
data generally contemplates a continuation of manufacturing techniques and processes presently
employed by Cerro-Marmon. Prior to actual replacement, different manufacturing techniques and
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processes would be subjected to extensive review and evaluation and might significantly impact the
replacement cost data stated above.

The replacement cost data presented above does not reflect operating cost savings which
might result from the replacement of existing productive capacity. If Cerro-Marmon's productive
capacity were to be replaced in the manner assumed in the determination of replacement cost,
many costs other than depreciation (e.g. direct labor costs, repairs and maintenance and other
indirect costs) would be altered.

Supplementary Income Statement Information

Supplementary income statement information is as follows:

Maintenance and repairs
Taxes other than income taxes
Interest expense:
Long-term obligations
Other interest

Year Ended December 31,
1976 1975

(In thousands of dollars)
$ 17,196 $ 4,184

13,940 4,427

10,236
1,106

7,095
929
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SCHEDULE IV

CERRO-MARMON CORPORATION

SCHEDULE IV - INDEBTEDNESS OF AFFILIATES AND OTHER PERSONS -

NOT CURRENT

Column A Column B Column C

Name of
Person

Balance at
Beginning
Of period

Balance at
End

Of period

1976

Real estate subsidiaries $ 19,493

F-9
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SCHEDULE V

CERRO-MARMON CORPORATION

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 31, 1976 and 1975
(In thousands of dollars)

Col. A

Classification

1976

Land

Buildings and improvements

Machinery and equipment

Mining properties

Utility plant

Construction in progress

1975

Land

Buildings and improvements

Machinery and equipment

Construction in progress

Col. B

Balance
at Begin-
ning of
Period

$ 2,064

21,590

34,027

424

$ 58,105

$ 1,553

18,040

31,012

5,713

$ 56,318

Col.

Additions
Acquisi-
tion
(Note)

$ 850

7,014

19,697

21,537

2,916

9,710

$ 61,724

C

at Cost

Other

$ 865

3,392

13,664

3,306

(3,570)

$ 17,657

$ 589

5,461

6,343

(5,270)

$ 7,123

Col. D

Retire-
ments

$

434

3,230

1,273

24

292

$ 5,253

$ 78

1,911

3,328

19

$ 5,336

Col. E

Balance
at End

of Period

«

$ 3,779

31,562

64,158

20,264

6,198

6,272

$132,233

$ 2,064

21,590

34,027

424

$ 58,105

Note:

Acquisition of Cerro Corporation (see Notes 1 and 2 of Notes to Consolidated
Financial Statements included in Cerro-Harmon's 1976 annual report to shareholders
and incorporated herein by reference).
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SCHEDULE VI

CERRO-MARMON CORPORATION

SCHEDULE VI - ACCUMULATED DEPRECIATION, DEPLETION AND

AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 31, 1976 and 1975
(In thousands of dollars)

Col. A

Description

1976

Buildings and improvements

Machinery and equipment

Mining properties

Utility plant

1975

Buildings and improvements

Machinery and equipment

Col. B

Balance
at Begin-
ning of
Period

$ 5,448

16,436

$ 21,884

$ 5,576

14,718

$ 20,294

Col. C Col. D

Additions
Charged
to Costs

and Retire-
Expenses ments

$ 1,533 $ 295

7,504 1,194

293

130

$ 9,460 $ 1,489

$ 938 $ 1,066

4,270 2,552

$ 5,208 $ 3,618

Col. B

Other
Changes
(Note)

$ 135

1,908

219

24

$ 2,286

Col. F

Balance . at
End of
Period

$ 6,821

24,654

512

154

$ 32,141

$ 5,448

16,436

$ 21,884

.Note:

Represents Cerro-Marmon's basis in accumulated depreciation of Cerro Corporation at
February 24, 1976 on 45.33% of assets acquired by Cerro subsequent to August 1,
1974 (see Notes 1 and 2 of Notes to Consolidated Financial Statements included
in Cerro-Marmon's 1976 annual report to shareholders and incorporated herein
by reference).
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SCHEDULE XII

CERRO-MARMON CORPORATION

SCHEDULE XII - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

For the Years Ended December 31, 1976 and 1975
(In thousands of dollars)

Col. A

Description

1976

Current trade receivables

Inventory valuation reserves

1975

Current trade receivables

Inventory valuation reserves

Col. B

Balance
at Begin-
ning of
Period

$ 1,464

$ 1,939

$ 1,087

$ 1,343

Col. C

Additions
Charged
to Costs

and
Expenses

$ 1,713

$ 4,045

$ 649

$ 1,000

Col. 0 Col. B

Balance at
End of

Deductions Period

»

$ 548 $ 2,629

$ 1,487 $ 4,497

$ 269 $ 1,464

$ 404 $ 1,939

P-12



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholder of
Leadership Housing, Inc.
(A wholly-owned subsidiary of Cerro-Martnon Corporation)

We have examined the consolidated balance sheets before
quasi-reorganization of Leadership Housing, Inc. and its
subsidiaries as of December 31, 1976 and 1975, and the related
consolidated statements of operations and accumulated deficit
and of changes in financial position for the years then ended.
We have also examined the consolidated balance sheet after
quasi-reorganization of Leadership Housing, Inc. and its
subsidiaries as of December 31, 1976. Our examinations were
made in accordance with generally accepted auditing standards ,
and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary
in the circumstances. We did not examine the financial statements
for 1976 of Boca del Mar Associates and Boca del Mar Golf and Tennis
Club, partnerships in which the Company has net investments in
and advances to of $6,537,000 and $6,188,000, respectively before
and after the quasi-reorganization as of December 31, 1976 and
equity in losses of $1,414,000 for the year ended December 31,
1976. In addition, we did not examine the financial statements '~
for 1976 of The Housing Group and The Communities Group, Inc. -j
of Broward County, in which the Company has investments in
and advances to amounting to $4,755,000 as of December 31,
1976. These statements were examined by other auditors whose
reports thereon have been furnished to us, and our opinion
expressed herein, insofar as it relates to the amounts included
for the above mentioned partnerships and affiliated companies,
is based solely upon the reports of the other auditors.

As discussed in Note 2, on March 15, 1977, the Company's
parent, Cerro-Marmon Corporation, authorized the Company to effect
a quasi-reorganization to establish a new accounting basis for
its consolidated assets and liabilities based on their fair
values as of December 31, 1976 and to eliminate the accumulated
deficit by transferring it to additional paid-in capital. The
consolidated balance sheet after quasi-reorganization of Leadership
Housing, Inc. .and its subsidiaries as of December 31, 1976
has been prepared accordingly.

LS 000748
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As described in Note 3, certain notes and other receivables
are involved in litigation and the collectibility of such receivables
is uncertain. As described in Note 12, the Company is involved in
other pending and threatened litigation related to existing and
potential claims, the outcome of which is uncertain. It is probable
that losses related to such receivables and claims have been incurred
and provisions for such losses, where reasonably estimable, have
been recorded as of December 31, 1976 before quasi-reorganization.
In the quasi-reorganization provision has been made for the maximum
losses on such receivables and claims.

As described in Note 12, the Company is contingently liable
for approximately $18,200,000 of notes payable of one of its
joint ventures. These notes payable are in default and actions
for foreclosure have been filed by certain note holders. It
cannot be determined at this time whether a loss related to this
contingency is probable and no provision has been recorded in the
financial statements as of December 31, 1976 for any such loss
that may result on resolution of this contingency.

In our opinion, based upon our examinations and the reports
of other auditors, subject to the effects of such adjustments,
if any, as might have been required had the outcome of the
uncertainties referred to in the preceding two (2) paragraphs
been known, the consolidated financial statements examined by
us present fairly (1) the financial position before quasi-reorganization
of Leadership Housing, Inc. and its subsidiaries at December 31,
1976 and 1975, and the results of their operations and the changes
in their financial position for the years then ended, in conformity
with generally accepted accounting principles consistently applied
and (2) the financial position after quasi-reorganization of
Leadership Housing, Inc. and its subsidiaries at December 31,
1976 in conformity with generally accepted accounting principles.

PRICE WATEFHOUSE & CO.

Fort Lauderdale, Florida
March 23, 1977

•s
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of Cerro-Marmon Corporation)

CONSOLIDATED BALANCE SHEETS

(In Thousands)

December 31,

Assets

Cash, including restricted cash
of $760 in 1976
Notes and other receivables (Notes
3, 8, and 12)

Notes receivable secured by all-
inclusive trust deeds receivable
less underlying trust deed notes
payable (Notes 3 and 8)
Inventories (Notes 4, 8, and 12)
Investments in and advances to:
Affiliated companies (Note 5)
Joint ventures, net (Notes 6,
8, and 12)

Property, plant and equipment, net
(Notes 7 and 8)

Other assets

Liabilities

Notes payable (Note 8)
Accounts payable
Accrued liabilities
Customer deposits
Rent guarantees
Deposits on property sold subject
to repurchase (Note 12)

Deferred income
Due to parent company, net (Note 10)

Stockholder's Equity (Notes 2 and 11)
Series A preferred stock
Common stock
Additional paid-in capital
Accumulated deficit

1976

After Before
Quas i-reorganization

(Note 2)

$ 2,582 $ 2,582

17,573 18,856

T975

8,937
66,819

4,755

6,005

4,745
1.187

8,885
67,035

4,755

6,354

6,046
1.568

100.907 115.844

11,695
1

11.696

11,695
1

41,249
( 52,708)

237

$ 1,951

27,966

8,880
113,721

8,007

4,093
2.876

$167.4:94

$ 64

7
4
1

7

14

,697
789
,677
,107
,544

,244

,849

$ 68

11
4
1

7
2
19

,737
586
,524-
,107
,544

,244
,804
,298

$102
3
7
5
2

7
2
16

,090
,623
,417
,527
,839

,244
,836
,035

147.611

11,695
1

41,249
( 33.062)

19.883

P-15
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LEADERSHIP HOUSING. INC.
(A Wholly-Owned Subsidiary of Cerro-Marmon Corporation)

CONSOLIDATED STATEMENTS OF OPERATIONS AND ACCUMULATED DEFICIT

(In Thousands)
(See Note 2 regarding quasi-reorganization)

For the years ended
December 31.

Sales:
Single family
Multi-family
Land
Land sold to affiliated companies (Note 5)
Other

Cost of sales:
Single family
Multi-family
Land
Land sold to affiliated companies (Note 5)
Other

Provision for writedowns
of inventories (Note 4)

Costs in excess of sales

Other (costs) income:
Equity in net losses of
joint ventures (Note 6)
Sales and marketing
General and administrative (Note 12)
Interest income
Interest costs accrued
Less interest capitalized (Note 13)
Write-off of goodwill (Note 1)
Stock option and warrant expense (Note 11)
Gain on sale of utility system (Notes 7 and 8)

Loss before income taxes
Income tax benefit (Note 9)

Met loss
Accumulated deficit:
At beginning of year
At end of year
Adjustment in quasi-reorganization

(Note 2)

1976

$14,078
5,848
4,694
2,993
2.266

29.879

13,570
5,864
4,767
2,993
3.770

30,964

6.034
( 7.119)

( 1,483)
( 1,140)
( 6,241)

5,418
( 11,428)

2,347

( 12.527)

( 19,646)

( 19,646)

( 33.062)
( 52,708)

52,708

1975

$32,704
4,758
3,154

3.874

44.490

31,616
6,161
2,978

5.729
46,484

8.700
( 10.694)

( 554)
( 2,467)
( 7,856)

6,520
( 16,197)

6,685
( 8,040)
( 1,040)

2.630

( 20.319)

( 31,013)
1.170

( 29,843)

( 3.219)
(mtm^

F-L6
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LEADERSHIP HOUSING. INC.

(A Wholly-Owned Subsidiary of Cerro-Marmon Corporation)

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(In Thousands)

(See Note 2 regarding quasi-reorganization)

Financial resources were provided by:
Proceeds from borrowings and parent
company advances
Additional paid-in capital
Proceeds from sale of utility system
to parent company

Transfer of assets to an affiliated
company
Decrease in notes and other receivables
Decrease in inventories
Decrease (increase) in investment in
joint venture
Decrease in other assets
Increase in rent guarantees
Increase in deposits on property
subject to repurchase

Total provided

Financial resources were used for:
Net loss from operations
Add (deduct) items not requiring cash:
Deferred income taxes
Depreciation and amortization
Undistributed losses of joint ventures
Provision for writedowns
Writeoff of goodwill
Stock option and warrant expense
Gain on sale of utility system
Gain on rent guarantee settlement

Reductions of borrowings and parent
company advances
Liabilities assumed by an affiliated
company
Cancellation of debt by an affiliated
company
Preferred stock in an affiliated company
Increase in advances to affiliated companies
(Dispositions of) additions to property,
plant and equipment, net
(Increase) decrease in accounts payable
and accrued liabilities

. Decrease in customer deposits
Decrease in deferred income

Total used

Increase (decrease) in cash
P-17

For the years ended
December 31.

1976

$ 4,968

25,101
6,125

15,776

170
1,308

388

53.836

19,646

1975

$12,605
728

11,884

3,269
2,318

39)
1^907

82

8
32.762

29,843

(
(

166)
1,483)
6,034)

410

(

(

(

1,170
595)
554)

8,7-00)
8,040)

312)
2,630

12,373

17,461

18,123

1,478
2,500
2,255

( 613)

( 1,824)
1,420

32.
53,205

15,442

13,659

LS 000752
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LEADERSHIP HOUSINC?. INC.

(A Wholly-Owned Subsidiary of Cerro-Marmon Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - Accounting Principles and Policies;

The major accounting principles and policies used by the
Company are described below.

Principles of Consolidation

The consolidated financial statements include the accounts
of the Company and its subsidiaries, all of which are wholly
owned. All material intercompany balances and transactions have
been eliminated.

Recognition of Revenue

Sales of single family houses and condominiums are recorded
when escrow closes, title has passed to the buyer and cash has been
received for substantially the full sales price. At that time, land
costs, allocated site development, construction costs, capitalize*
interest and real estate taxes are relieved from inventory and
charged to cost of sales along with a provision for sales commissions
and estimated miscellaneous warranty costs. Customer down payments ]
and payments of specified amounts at certain stages of construction
prior to closing are recorded as customer deposits.

Sales of recreational facilities, developed and undeveloped
land are recorded at the time escrow closes and the Company has
received the required cash down payment and all other conditions
necessary for profit recognition have been satisfied.

Sales and profits on land sold which the Company is required
to develop are recognized over the development period in the ratio
of costs incurred to estimated total costs at completion providing
future costs can be reasonably quantified.

Sales of land which the Company intends or is obligated
to repurchase are considered financing arrangements and are not
recorded as sales and cash received from the buyer is recorded
as deposits- on property sold subject to repurchase. Costs of
land and improvements applicable to such sales are retained in
inventories and the related notes receivable are not recorded.
Interest received on the unrecorded notes is recorded as addi-
tional deposits on property sold subject to repurchase.

LS 000753
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Multi-family projects are generally sold to investors subject
to physical construction and minimum cash flow guarantees. Where
minimum cash flow guarantees exist, a sale is not recorded until
the project achieves a cash flow sufficient to provide for all
operating expenses and guarantee requirements. Once this level of
operation is achieved, profits are recognized in the ratio of costs
incurred to date to estimated total costs at completion over the
period of performance including the guarantee period. Costs include
anticipated operating expenses of the property during the guarantee
period. Anticipated gross rental income during the guarantee period
is reduced by an appropriate margin and is recorded as additional
rent guarantee reserve. Costs of land and improvements on multi-
family projects which have not satisfied all conditions for income
recognition are included in inventory, amounts of investors' payments
are reflected as deposits and the related notes receivable secured
by all-inclusive trust deeds are not recorded on the balance sheet.
Profits, if any, which might result from projects sold which
have continuing seller involvement or cash flow guarantees over
extended periods up to 30 years have been deferred and included
as additional rent guarantee reserve until such time as the
guarantees expire.

Other Sales and Cost of Sales
•

Other sales and cost of sales include operations, such as
country club and utility operations, which do not fall within the
principal product lines and certain production related costs expensed
currently which cannot be practicably allocated to specific product
lines.

Inventories (See Note 2)

Inventories are carried at cost or estimated net realizable
value whichever is lower. The estimated net realizable value of
inventories is evaluated based on disposition of inventories in the
normal course of business under existing and anticipated market
conditions. The evaluation takes into consideration the current
status of the property, various restrictions, carrying costs, debt
service requirements, and any other circumstances which may affect
net realizable value including management plans for the property.
Due to the large acreage of certain land holdings, disposition in
the normal course of business may extend over a number of years.

The cost basis for land includes interest and real estate
taxes. Site development is at average cost and construction is
at specific cost. Single and multi-family inventory consists of
land, land improvements, construction costs and other capitalizable
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costs including interest and real estate taxes for projects cur-
rently under development. Land and improvements applicable to
single family construction and multi-family projects are trans-
ferred to such inventory captions when construction commences.

The cost*of properties included in inventories as a result of
foreclosure by the Company includes the unpaid balance of the note
receivable and accrued interest plus the balance of any related
notes payable to be assumed by the Company at completion of the
foreclosure action. Such properties are included in the inventories
when the note receivable secured only by real estate is in default, i
the Company has determined that payments will not be received, and |
legal action to recover the property has been instituted. : i

Property. Plant and Equipment (See Note 2) '.

Property, plant and equipment is carried at cost and is :
depreciated by the straight-line method over the estimated useful
lives of the assets. Costs of additions and major improvements are f
capitalized and expenditures for maintenance and repairs are expensed. i
When property or equipment is retired or sold, any profit or loss on ;
the transaction is recognized currently. ;

i

The estimated useful lives of property, plant and equipment „ i
are indicated below: ]

i

Years j

Buildings and structures
Utility system
Leasehold improvements
Machinery and equipment
Furniture and fixtures

Deferred Income (See Note 2)

Deferred income consists primarily of prepaid interest, which
is amortized into income over a specified term; deferred profit
on multi-family projects, which is amortized into income over the
construction and guarantee period; and deferred profit on a sale
of land recorded on the instalment method.

Goodwill

The exĉ ifT'of the price paid by Cerro over the book value of
Leadership waigTillocated 50% to land and 507. to goodwill. The amount
included in-tfta$-is charged to cost of sales when land is sold.
Goodwill amortization was over forty years commencing in 1972 and
amounted to $222,000 for the six months ended June 30, 1975. Because
of the inventory reduction program, described in Note 4, it was
determined that goodwill in the amount of $8,040,000, representing
the unamortized excess of purchase price over the net assets of the
Company as of June 30, 1975 had no continuing benefit and it was
therefore written off.
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NOTE 2 - The Company:

Leadership Housing, Inc. Is a wholly-owned subsidiary of
Cerro-Mannon Corporation (Cerro), which is the successor to
Cerro Corporation as the result of a merger on February 24, 1976.
Cerro is a- majority owned subsidiary of GL Corporation (GL),
which is owned by the Pritzker Family. Certain members of the
Pritzker Family are owners of beneficial interests in trusts
(Pritzker Trusts) which are in certain joint ventures with the
Company.

During 1976 the Company changed its manner of operation
and is no longer involved in the construction and sale of single
family houses, condominiums and multi-family projects other
than for the completion of certain minor projects previously in
progress. In connection with the change the Company transferred
and sold a significant amount of assets and liabilities to affil-
iated companies as more fully described in Note 5. In addition,
substantially all operating and administrative personnel employed
by the Company became employees of affiliated companies by
January 1, 1977. On February 22, 1977 the Company and the bank
agreed to a restructuring of the Company's debt (Note 8) and
the Company and the Pritzker Trusts agreed to cancel each other's
rights and obligations in connection with the repurchase and othe.r.
related agreements (Note 12).

In view of the significance of the changes in operations
and financial position, the Company with the formal approval of
Cerro as the sole stockholder effected a quasi-reorganization of
the Company as of December 31, 1976. In the quasi-reorganization
the Company established a new accounting basis where appropriate
as more fully described herein for its consolidated assets and
liabilities based on their fair values as of December 31, 1976,
received an additional capital contribution of approximately
$4,449,000 of amounts previously due Cerro, and eliminated the
accumulated deficit by charging it against additional paid-in
capital. The restructuring of debt and the cancellation of
agreements subsequent to December 31, 1976 referred to in the
preceding paragraph have been considered in establishing the
new accounting basis for the related assets and liabilities in
the quasi-reorganization.
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The adjustments in quasi-reorganization are summarized in
the following analysis of changes in additional paid-in capital
(in thousands):

-f
For the years ended December 31.

At beginning of year
Capital contribution

At end of year

Adjustments in quasi-reorganization:
Net writedowns of inventories
and property, plant and
equipment
Elimination of deferred
income

Net effect of present
value .djustment of
notes receivable and
notes payable excluding
notes involved in subsequent
restructuring of debt

Provision for notes
receivable, claims and
litigation

Other, net
Adjustment resulting from
subsequent restructuring
of debt (Note 8)
Increase in inventories
resulting from subsequent
cancellation of repurchase
obligation (Note 12)
Capital contribution
Accumulated deficit charged
to additional paid-in
capital

1976

$41,249

41,249

( 3,266)

2,804

1975

$40,209
1.040

562

( 2,732)
( 133)

8,276

1,499
4,449

( 52.708)

If the adjustments are subsequently found to have been excessive
or insufficient, the differences will be charged or credited to
additional paid-in capital, if there have been no changes in
circumstances subsequent to the quasi-reorganization. The tax
benefits of loss carryforwards arising prior to the quasi-reorganization
will be added to additional paid-in capital, if realized in subsequent
years (Note 9).
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The following procedures were used by the Company in determining
the fair value of assets and liabilities.

Notes receivable, excluding the notes sold subsequent to
December 31, 1976, were discounted to yield an.effective interest
rate of eight to ten percent (8-1070), which is considered appropriate
for the Company's notes receivable. Notes receivable sold subsequently
by the Company were adjusted to their sales value (Note 8).

As described in Note 3, certain receivables aggregating
approximately $1,609,000 are in litigation as of December 31,
1976 and the collectibility of the receivables is uncertain
at this time. Based on information currently available it is
probable that losses on these receivables have been incurred
and in accordance with Accounting Research Bulletin No. 43, the
Company has provided for the estimated maximum loss of $1,494,000
in the quasi-reorganization.

Inventories and property, plant and equipment were increased
or decreased to their estimated fair values based upon independent
appraisals, contracts and management estimates as of December 31,
1976. In addition, land previously sold with an obligation to
repurchase, which was not recorded as a sale and therefore included
in inventory was valued at its sales price (which is equivalent tp
cash previously received and shown as deposits on property sold
subject to repurchase) since the obligation to repurchase was
subsequently cancelled. Of the combined $73,081,000 of inventories
and property, plant and equipment before the quasi-reorganization
$43,268,000 (59%) was based on appraisals and $18,030,000 (257.)
was based upon contracts and cancellation of the buy back agreement
with the balance determined by management estimates.

The investments in and advances to affiliated companies and r-
the amount due to parent company were not adjusted due to the
nature of the relationship which exists between such related
parties.

The fair value of the investment in two joint ventures was
determined to reasonably approximate the book value as of December 31,
1976 based on independent appraisals. Another joint venture,
which was appraised by an independent appraiser, was not adjusted
in that the Company has no investment and at this time is not
required to make any capital contributions. The fourth venture
in which the Company has no investment is presently in default
on its notes payable (Note 12) and therefore because the
Company may elect alternative courses of action based on
subsequent developments, a determination of fair value is
not considered practicable at this time.

Notes payable (other than notes payable with interest rates
that are based upon the prime rate and considered to be stated
at fair value) were discounted to provide for an effective annual
interest rate of eight to ten percent (8-107.), which is considered
to be appropriate for the Company's notes payable.
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T
Accrued liabilities were reduced by the subsequent forgiveness

of accrued interest on the bank term loan agreement (Note 8).

As described in Note 12, the Company is involved in pending
and threatened litigation related to existing and potential claims,
the outcome df which is uncertain at this time. Based on informa-
tion currently available it is probable that losses have incurred
and in accordance with Accounting Research Bulletin No. 43 the
provision for losses from such claims recorded before the quasi-
reorganization has been increased to the estimated maximum loss
of $2,150,000 in the quasi-reorganization.

Deferred income which consisted principally of deferred profit
and prepaid interest income has been eliminated in the process
of valuing the related assets.

The following condensed statement gives effect on a pro-forma
basis as of December 31, 1976 after quasi-reorganization to the
restructuring of debt and the cancellation of the Company's
repurchase obligations subsequent to December 31, 1976 (Notes
8 and 12) (in thousands):

Cash
Receivables, net
Inventories
Investments in affiliated
companies

Other assets, investments
and property and
equipment, net

Notes payable
Accounts payable
Accrued and other liabilities
Deposits on property sold
subject to repurchase

Due to parent company

S tockholder's* equity

December 31,
1976

$ 2,582
26,510
66,819

4,755

11.937

$ 64,697
789

13,328

7,244
14.849
100,907
11.696

Pro-forma
adjustments

($14t839)(l)
( 7,244)(2)

Pro-forma
$ 2,53Z
11,671
59,575

343 (1) 5,098

($19,050)(1)
456 (1)

7, 244) (2)
4,098 (1)

( 21,740)

$45,647
1,245
13,328

18.947
79,167
11.696

. .~ŷ . '-

(1) The sal^of certain notes receivable to third parties and The
Housing Group, transfer to the bank of a note receivable from
Cerro, advances from Cerro and the repayment of debt (Note 8).

(2) The cancellation of the Company's obligation and option to
repurchase property previously sold to the Pritzker Trusts
(Note 12).
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NOTE 3 - Receivables:

Notes and other receivables at December 31, 1976 and 1975
consist of the following (in thousands):

Notes
First trust deeds
Second trust deeds
Other

1976
After Before

Quasi-reorganization

$13,125
2,128
443

15.696

Other receivables
(including $358,000,
$968,000 and $1,719,000
due from Pritzker Trusts*)
less allowance for un-
collectlbility of $346,000,
$346,000 and $406,000
respectively 1.877

$12,954
2,918
445

16,317

2.539

1975

$16,142
7,524

399

24.065

3.901

* The beneficiaries of the Pritzker Trusts are members of the
Pritzker family, including Mr. J. A. Pritzker (Chairman of
the Board of Directors of Cerro) and Mr. R. A. Pritzker
(President of Cerro). The Pritzker family is also the
beneficial owner of 100% of the outstanding common shares
of Cerro.

Notes receivable secured by all-inclusive trust deeds
receivable less underlying trust notes payable are summarized
as follows (in thousands):

1976
After Before

Quasi-reorganization

1975

$44,164
( 35.227)

$44,768
( 35.883)

$49,756
( 40.876)

Receivables
Payables

Net

As described in Note 8, subsequent to December 31, 1976 the
Company sold certain notes receivable.

First trust deed notes receivable arise from the sales of land
and recreational facilities which mature from the date of sale
within 10 years for land and 30 years for recreational facilities.
Such receivables are secured by the related land and recreational
facilities.
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Second trust deeds arise primarily from the sales of single
family residences and certain sales of'land. Receivables due from
single family home sales, which are subordinated to first trust
deeds held by financial institutions are due in monthly instalments
of principal and interest for periods averaging nine years.

Notes receivable secured by all-inclusive trust deeds less
underlying trust deed notes payable are due in annual instalments
of up to 30 years.

Notes and other receivables (including notes receivable
secured by all-inclusive trust deed notes less underlying trust
deed notes payable) mature by their terms in varying instalments.
The net amount due within one year after the sale of certain of
these notes subsequent to December 31, 1976 is $2,343,000.

Second trust deeds receivable before the quasi-reorganization
include a $999,000 receivable due December 31, 1975 which is cur-
rently in default and which is secured by real estate. A court
ordered sale of the real estate securing the note has been set
for 1977, the proceeds of which are to be distributed to the
Company and the holders of other debt secured by the property.
Other receivables before the quasi-reorganization include
a $610,000 unsecured receivable due from the Pritzker Trusts
representing approximately 507. of the profit from the sales
of property in 1974 by the Trusts to third parties (Note 12).
Certain of the purchasers are seeking rescission of the contracts,
and if they are successful, the Company would not be entitled to
receive the $610,000. Based on the information currently avail-
able it is probable that losses have been incurred and although
the Company cannot estimate the exact amount of the loss, its
reasonable estimate is that such losses would not exceed
$1,494,000. See Note 2 for losses provided for in the quasi-
reorganization.

At December 31, 1976 and 1975, there are unrecorded notes
receivable aggregating $10,908,000 and $16,965,000 ($2,980,000
and $2,980,000 from Pritzker Trusts), respectively, which
resulted from sales of land and sales of multi-family projects
which have not satisfied all conditions for sales and income
recognition. The portion of these notes due within one year
by their terms aggregates approximately $391,000 and $1,558,000
as of December 31, 1976 and 1975.
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NOTE 4 - Inventories:

Inventories at December 31, L976 and 1975 consist of the
following (in thousands) :

1976
A f t e r Before

Quasi-reorganization

Land and improvement costs
Single family construction
Mult i - family projects
Land sold subject to
repurchase from Pritzker
Trusts (Note 12)

$47,736
1,819

10,020

7.244

$49,838
1,819
9,883

5.495

1975

$ 77,394
20,946
10,504

4.877

Land and improvement costs at December 31, 1976 and 1975
include $135,000, $385,000 and $7,577,000, respectively for
properties upon which the Company has filed actions for foreclosure.

The provision for the writedowns of inventories to estimated
net realizable values and related items consist of the following
(in thousands): •

December 31 ̂

Reduction of inventories to
estimated net realizable value:
Housing
Land and improvements

1976*

$6.034

1975

$ 800
7.900

*Before quasi-reorganization

On August 13, 1975 a plan was announced whereby the Company r
intended to significantly reduce total assets, of which inventories
were the significant portion. As of December 31, 1976, the planned
reduction of total assets had not been completed and therefore un-
certainties existed as to the amount and timing of the ultimate
realization upon disposition of land and improvement inventories.
As described in Notes 8 and 12 subsequent to December 31, 1976
the Company restructured its debt and cancelled certain agreements
whereby the Company substantially accomplished its objective of
reducing total assets. It is the present plan and intention of
Cerro to continue its financial support of the Company to the
extent necessary to achieve the orderly disposition of the Company's
remaining inventories in the normal course of business, which has
removed the aforementioned uncertainties.
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r
NOTE 5 - Investment in and Advances to Affiliated Companies: -"•'

The investment in and advances to affiliated companies at
December 31, 1976 both before and after quasi-reorganization
consist of the following (in thousands):

Investment in preferred stock
of The Housing Group $2,500

Accounts receivable from the
Communities Group 505
Notes receivable secured by
real estate due from the
Communities Group 1,750

In connection with the decision to significantly change
the operations of the Company (Note 2), effective April 1, 1976
the Company transferred certain assets and liabilities to The
Housing Group, a newly formed wholly-owned subsidiary of Cerro.
The assets transferred were principally the Company's single
family inventories of land, construction in progress and finished
homes located in California and the related debt. The assets of
$25,101,000 and liabilities of $18,123,000 were transferred at
their book, value to The Housing Group. In consideration for the •
transfer of the assets the Company received $2,500,000 of preferred
stock Series A, $1.00 par value, a note receivable of $3,000,000
(subsequently collected) and the cancellation of certain inter-
company debt of $1,478,000. The sales and costs related to
the Company's single family operations in California for the three
months ended March 31, 1976 (the period prior to the transfer) and
for the year ended December 31, 1975 included in the statements of
operations are as follows: sales $3,316,000 and $17,370,000, cost
of sales $3,024,000 and $17,120,000, respectively.

Concurrent with the transfer of the assets, The Housing Group
entered into a services agreement with the Company, whereby
The Housing Group will provide management services for the
Company with respect to properties situated in California, Texas
and Hawaii. The Series A preferred stock provides for 17. dividends,
non-cumulative and preference in liquidation to the extent of the
par value plus declared and unpaid dividends. Commencing with
the year ending December 31, 1977 a sinking fund must be established
to be used to redeem shares annually. The Housing Group is
required to-contribute to the sinking fund an amount approximately
equal to fifty percent (50%) of its net income. In the event
that the required dividends or sinking fund payments are not made,
the Company becomes entitled to elect a majority of the Board of
Directors of The Housing Group.

LS 000763

P-28

MARGRP CDAdm-1054
t



During 1976, GL Corporation formed The Communities Group,
Inc. of Broward County ', the Communities Group) for the purpose
of purchasing land from the Company. As of December 31, 1976
the Company had sold to the Communities Group approximately
$2,243,000 of land subject to existing indebtedness of approxi-
mately $333,000 for which the Company received approximately
$1,750,000 of notes secured by real estate, subject to future
subordination, and unsecured receivables of approximately $160,000.
These properties were sold to the Communities Group at the Company's
book value and are included in sales and cost of sales. In addition
to the assets transferred, the Company subsequently sold to The
Housing Group approximately $750,000 of land which was at the
Company's approximate book value and is included in sales and
cost of sales.

NOTE 6 - Investments in and Advances to Joint Ventures:

The investments in and advances to joint ventures, net at
December 31, 1976 and 1975 consist of the following (in thousands):

Investment
Notes receivable due in
annual instalments of
principal and interest
through 1979

Notes payable due in
annual instalments of
principal and interest
through 1979
Interest receivable, net

1976
After Before

Quasi-reorganization

$4,480(1) $4,480

4,247 4,596

( 2,722) ( 2,722)

1975

$5,963

4,596

( 2,809)
257

(1) See Note 2 for discussion of estimated fair value.

The accounting policies and principles followed by the joint''
ventures insofar as they relate to revenue and profit recognition
are the same as those being followed by the Company.

The Company is a participant in two joint ventures with the
Pritzker Trusts each of which provides for participation in 50%
of profits and losses. At December 31, 1976 and 1975, these two
ventures which hold unimproved property have not made any sales.
In addition, the Company is a participant in another joint venture
with an independent third party, which is developing and selling
property. Effective January 1, 1976 this joint venture agreement
was amended whereby the Company will be allocated all losses for a
portion of the venture until such time that the Company and its
partner have an equal interest in profits and losses. Prior to
the amendment the Company participated in 50% of profits only (not
losses) for approximately 4070 of the unsold property being developed
and 50% of profits and losses for the other 60% of the property. In
January 1975, two golf courses and related facilities were trans-
ferred from this joint venture to a new joint venture in which the
Company participates in 507a of profits and losses.
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In all four of these ventures the Company has no obligation
to make any capital contributions except, in certain cases, in
the event of dissolution of the ventures. However, to the extent
the other participants make such contributions preference will
be made as to. ultimate distributions for such contributions as
well as an interest factor thereon.

In connection with a mortgage modification agreement, the Company
has subordinated their $4,596,000 note receivable from the joint
venture with the independent third party from a second to a third
position and has extended the maturity date to December 31, 1979 and
waived all principal payments until certain matters relating to liti-
gation have been resolved.

A condensed Combined Balance Sheet at December 31, 1976 and
1975, and condensed Combined Statement of Operations for the years
then ended for the ventures follows:

.- a>-. '• -
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Combined Balance Sheets
(In Thousands)

Assets

Cash
Notes and other receivables ($1,494 and
$1,654 due within one year)

Notes receivable from Leadership ($148
due within one year)
Inventories of land and site development
(Note 4)

Golf courses and related facilities

December 31,

1976 1975

$ 618 $ 553

10,133 18,709

2,722 2,809

84,761 69,748
3.287 3,432

I

Liabilities

Accounts payable and accrued liabilities
Commissions payable to Leadership
Notes and mortgages payable ($37,219
and $9,048 due within one year) (Note 12)

Notes payable to Leadership
Deferred income
Customer deposits

Leadership Housing, Inc.
Joint venture partners

Equity

$ 6,177 $ 2,808
267 336

68,027
4,596
132
24

64,362
4,596

75
279

79,223 72,456

4,480
17.818

5,963
16.832

Combined Statements of Operations
(In Thousands)

For the years ended
December 31 .

1976

2,492
2.591

590) (
862

2,098)(

1975

$ 949
1.786
837)
526)

1,007
1,962)

44

Sales and other revenues
Cost of sales
Cost in excess of sales
General and administrative expense
Interest, income
Interest expense
Miscellaneous, net

Loss before taxes (a)

Leadership Housing, Inc. equity in loss

(a) No provision has been made for income taxes since the loss
is included in the respective partners' tax returns.
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NOTE 7 - Property. Plant and Equipment:

At December 31, 1976 and 1975 the major classifications of
property, plant and equipment are as follows (in thousands) :

f
1976

After Before
Quasi-reorganization

Land and land improvements
Buildings, equipment,
furniture and fixtures

Golf courses and related
facilities

Less accumulated
depreciation

$

3
4

(

997

70

.833
,900

155)

$1,041

739

4,923
6,703

( 657)

1975

$1,078

1,148

2.493

4,719

( 626)

Depreciation amounted to $166,000 and $373,000 for the years
ended December 31, 1976 and 1975, respectively. Golf courses and
related facilities at December 31, 1976 include $1,206,000 for a
golf course, upon which the Company has filed an action for foreclosure,

•
On June 18, 1975, and in connection with the banking arrange-

ments made on that date as described in Note 8, the utility system
was sold to Cerro Corporation resulting in a gain to the Company
as shown separately in the statement of operations. The operations
of the utility system through the date of sale, June 18, 1975 in-
cluded in other sales and cost of sales in the statement of operations
for the year ended December 31, 1975 are as follows (in thousands):

Sales
Cost of sales

Gross profit

NOTE 8 - Notes Payable:

$1,227
779

At December 31, 1976 and 1975, notes payable consist of the
following (in thousands):

Obligations-' to banks:
Notes payable - bank
term loan"agreement
(a)

Other:
77o to prime plus 5.570
real estate mortgages
payable in instalments
through 2011

6-8% unsecured notes
payable in instalments
through 1982

1976
After Before

Quas i-reorganization

1975

$39,000 $42,444 $ 44,281

24,026

1.671

24,470

1.823

55,278

2.531 C/3
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(a) As of December 31, 1976 and 1975, the Company had a loan
agreement with a bank acting for itself and as representative for
others. The maximum amount allowed by the agreement was $54,500,000;
a $44,500,000 note due to the bank and a $10,000,000 note due to
Cerro; both notes are due April 1, L977. These notes bear interest
at 1 1/47. above the bank's alternate base rate (a rate which
approximates the prime rate), two percent (2%) of such interest
on the bank's note was payable monthly in cash and the difference
between 27, and 1 1/4% over the bank's alternate base rate was due
at maturity. The loan agreement was principally secured by the
assignment of notes, mortgages, deeds of trust, the Company's
interest in its joint ventures, the Company's rights to cash
distributions per certain agreements, and first mortgages on
most of the Company's unencumbered real estate. The loan agreement
also required the maintenance of minimum tangible net worth and
limitations on the purchase and sale of certain assets, which,
if not met, could be deemed events of default by the bank.
At December 31, 1975, the Company was not in compliance with all
the requirements of the agreement. On March 11, 1976, the agreement
was amended to eliminate all such existing events of default.

In connection with an amendment of the loan agreement, on
June 18, 1975, Cerro purchased the utility system formerly operated
by the Company for an aggregate purchase price of approximately
$15,750,000, of which $12,000,000 was paid in cash and the balance
of $3,750,000 was paid by issuance of a Cerro note, payable $93,750
quarterly plus interest at the bank's Alternate Base Rate until
October 1, 1980 when the final payment of $1,875,000 is due.

On February 22, 1977 the Company and the bank agreed to an '
exchange of assets for the cancellation of the loan agreement as
of December 31, 1976. The terms of the exchange were as follows: ;:
(1) the Company paid the bank approximately $22,105,000 in cash,
(2) transferred a note receivable from Cerro secured by the utility
system with a principal balance of approximately $3,188,000 to the
bank. (3) issued to the bank mortgages secured by real estate
totaling approximately $4,474,000 and (4) issued to the bank an
unsecured note payable guaranteed by Cerro of $12,000,000 in
exchange for the forgiveness of the outstanding principal, approx-
imately $42,444,000. and the oustanding interest payable of
approximately $5,078,000. In connection with the exchange the
Company sold approximately $13,796,000 of notes receivable and
issued a new note payable of $6,242,000 secured by certain net
trust deeds receivable for approximately $20,038,000 to a third
party and approximately $1,063,000 of second trust deeds to The
Housing Group. In addition Cerro advanced the Company approximately
$1,004,000 to pay the bank.
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Che quas
The gain on the extinguishment of debt included in
uasi-reorganization (Note 2) is as follows (in thousands

f
Interest forgiven $5,078
Principal forgiven 678
Imputed interest on new
notes payable 2,766
Loss on notes receivable
sold ( 43)
Expenses (_ 203)

The $12,000,000 note payable to the bank is due in four
annual instalments of $3,000,000 and is non- interest bearing.
This note has been discounted at ten percent (107.) for a total
discount of $2,490,000.

(b) The Company has additional notes payable secured by
multi -family projec-s, which amounts have been deducted from notes
receivable secured . •/ all-inclusive- trust deeds on those projects.
The principal remedy in the event of default, under such notes,
is recourse solely against the property secured thereby through a
trustee's sale under provisions of the trust deed. In relatively
rare instances, the statutory provisions allowing a deficiency
judgment to be obtained through judicial processes are utilized
in lieu of the rights under the sale provision of the trust deed.
Such judicial processes are rarely used by lenders inasmuch as they
may take several years and are subject to a right of redemption by
the property owner following a judgment.

Notes payable mature in varying instalments; however, accel-
eration of payments may be required to release mortgaged property
sold. Notes payable maturing by their terms are due as follows
after giving effect to the loan cancellation described above:
1977 - $12,987,000; 1978 - $4,137,000; 1979 - $8,555,000;
1980 - $3,386,000; 1981 - $3,617,000; thereafter - $12,965,000.

NOTE 9 - Income Taxes:

The credit in lieu of income taxes for the year ended
December 31, 1975 consists of the amortization of net deferred
tax credits for federal income taxes of $1,170,000.

result from timing differences in the recog
nition of revgpues and expenses for financial statement and tax
purposes. "̂  •"-
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The Company's taxable income (Loss) is included in che
consolidated federal income tax return of Cerro. The Company has a
tax sharing agreement with Cerro, which has the following significant
provisions: (1) the Company's credit or provision for income taxes
for financial statement and tax purposes is computed as if the
Company were filing separate consolidated tax returns and made such
elections that would result in the lowest possible tax liability to
the Company, (2) any payments or refunds based upon the above
computations, under certain circumstances, are subject to a 1570
reduction and (3) any refunds resulting from losses generated by
the Company are not refundable to the Company until the losses
are utilized by Cerro for tax purposes. Cerro elections for
tax purposes differ in certain instances from those used by
the Company.

Investment tax credits are accounted for on the "flow-through"
method and are immaterial.

As a result of the quasi-reorganization described in Note 2,
the tax benefits of loss carryforwards arising prior to the quasi -
reorganization will be added to additional paid-in capital, if
realized in subsequent years. At December 31, 1976 the Company
has operating losses on a separate Company basis for income tax ;
purposes of $34,800,000 and additional operating losses of •
$3,600,000 for financial statement purposes, which will be avail-
able when incurred for tax purposes; these operating losses expire
as follows (in thousands):

Expires December

1978
1979
1982
1983

Tax Losses

$10,100
15,500
2,100
7,100

The Internal Revenue Service is examining the consolidated
income tax returns of the Company for the three years ended
December 31, 1974 in connection with an examination of Cerro;
however, no report has been received.
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NOTE 10 - Due to Parent Company:

The amounts due to (from) Cerro at December 31, 1976 and
1975 are as follows (in thousands):

Unsecured advances at
prime interest rate
plus 47.
Notes payable at prime
interest rate plus 1 1/4%
secured under the terms
of the bank revolving
and term loan agreement
(Note 8)

Note payable to Cerro due
April 1, 1977 for
participation in bank
revolving and term loan
agreement (Note 8)
Accrued interest payable
(Note 2)

Open account, net
Receivable for federal
income taxes

Notes receivable secured by
.utility system (Note 8)

1976

$ 5,872

1975

$ 7,500

5,000

9,898

4,578 (1)
559

( 3,421)

( 3,188)

5,000

7,675

2,618
319

( 3,421)

( 3.656)

(1) As described in Note 2, Cerro contributed to the Company
$4,449,000 of this amount as a capital contribution in the
quas i-reorganization.

Interest charged by Cerro for the years ended December 31,
1976 and December 31, 1975 amounted to $2,066,000 and $1,746,000,
respectively of which $1,662,000 and $1,259,000, respectively
was expensed in the statement of operations and the balance was
capitalized to inventories.

NOTE 11 - Stockholder's Equity:
"3 *_ • _

The authorized stock of the Company consists of (1) 150,000
shares of Series A preferred stock, $100 par value, $6.25 cumulative
dividend per share of which 116,950 shares have been issued to
Cerro and (2) 1,000 shares of common stock, no par value, which have
been issued to Cerro.

As of December 31, 1976 no dividends have been declared or
paid and approximately $2,008,000 of cumulative preferred dividends
were in arrears.

In connection with the acquisition of 100% of the common
stock of the Company by Cerro in 1973 and the subsequent transfer
by Cerro to the Company of its wholly owned subsidiary, Richmar
Development Corporation, the Company terminated all outstanding stock

C/3
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options and warrants. The termination agreements provided for
cash payments to the option and warrant holders providing
certain conditions, including continued employment, were complied
with. Based on an understanding with Cerro, all payments under
the termination agreements through December 31, 1974 were funded
by Cerro.

[hiring 1975 substantially all rights to receive payments by
the remaining option and warrant holders under the termination
agreements became vested and a charge in the amount of $1,040,000
for the present value of such payments has been included in the
statement of operations. Cerro funded such payments in the form
of capital contributions.

See Note 2 for an analysis of changes in additional paid-in
capital.

NOTE 12 - Commitments and Contingencies:

The Company is liable for obligations in the normal course
of business for the completion of contracts relating to construction
of houses, purchases of land, improvements of property sold and
guarantees to purchasers of apartment projects.

The Company is involved in pending and threatened litigation*
relating to existing and potential claims, principally related to
the guarantees to purchasers of apartment projects and sales of
single family residences. The outcome of the litigation is un-
certain, but based on information currently available it is
probable that losses have been incurred. The Company cannot
estimate the exact amount of such losses, but its reasonable
estimate is that the losses will not be less than $1,300,000.
In accordance with Financial Accounting Standards No. 5 the
Company has provided this amount in the statement of operations
(General and administrative expenses) prior to the quasi-
reorganization. See Note 2 for additional losses provided for
in the quasi-reorganization.

During 1976 the Company subleased certain office space to ••
The Housing Group in a building in which the Company has a long
term lease. As a result substantially all of the office space
is leased to The Housing Group and independent third parties
at rates which are lower than the Company's lease rate. Accordingly,
the Company has provided for the estimated losses to be sustained
over the term of the lease discounted at 10% which resulted in
a charge to operations (General and administrative expenses) of
approximately $900,000.

As described in Note 3, the Company sold land to the Pritzker
Trusts, which the Company was required to repurchase and had an
option to repurchase additional land at a repurchase price
consisting of the Company's selling price to the Trusts, the
Trusts' development and carrying costs and a specified premium.
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t
In addition the Company was entitled to 507= of the profits, as -''"•
defined, on resale of other Land not subject to the repurchase
obligation or option.

On February 22, 1977 the Company and the Trusts agreed to cancel
each other's rights and obligations in connection with the repurchase
and other related agreements described in the preceding paragraph.
Under the terms of the cancellation agreement the purchase money
second mortgage was modified with respect to payment terms, such
that the ultimate collectibility cannot be determined and therefore
the mortgage note receivable will not be recorded on the books
of the Company in 1977 (Note 3). The cancellation agreement
has been given effect to in the quasi-reorganization and the : I
sale will be recorded in 1977 at an amount equivalent to the •
cash previously received. I

The Company is a participant with the Pritzker Trusts (Note 6)
in two joint ventures. While the Company has no investment in
these particular ventures, it is contingently liable to le-ders
for approximately $19,200,000 of notes payable by the join:, ventures. •
The Company, however, would have recourse to the joint ventures.
At December 31, 1976 approximately $18,200,000 of such debt of one
of the joint ventures was in default and actions for foreclosures
and deficiency judgements had been filed by the note holders. i
It cannot be determined at this time whether a loss related to * !
this contingency is probable and no provision has been recorded
in the financial statements as of December 31, 1976 for any such
loss that may result on resolution of this contingency.

NOTE 13 - Interest Capitalization;

It has been the Company's historical practice to capitalize
interest relating to obligations incurred in connection with land,
construction and land improvements. Had the Company followed the
policy of expensing all interest as incurred, the net loss would
have been as follows (in thousands):

Net loss

Year ended December 31:
1976 $20,035
1975 ^ 36,393

>-w

Interes^Eapplicable to other obligations including the revolving
and term loaiCa^reement has been expensed as incurred.
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LEADERSHIP HOUSING, INC.

SCHEDULE XVI - SUPPLEMENTARY INFORMATION TO STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31. 1976 AND 1975

($ In Thousands)

Year ended December 31,

Col. A

Property taxes (1)

Other taxes excluding income taxes

Advertising

Maintenance and repairs

Rents, net of sublease revenues
of $271 and $146

Depreciation of property, plant
and equipment

1976
$420

139

310

306

1975
$601

259

1,174

597

258

166

634

373

NOTE: Amortization of intangibles was not significant in amount.

(1) Above amounts represent the total expensed by the Company
through cost of sales and general and administrative expenses.,.
Additional property taxes are capitalized to inventories and
will be charged to cost of sales when the related properties
are sold.
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Kenneth Leventhal & Company
Certified Public Accountants

660 New port Center Drive
Newport Beach.Calitornia 9966O
(714)64O-5OOO

Board of Directors
The Housing Group

We have examined the consolidated balance sheet of The Housing Group as of
December 31, 1976 and the related consolidated statement of income and retained
earnings and consolidated statement of changes in financial position for the nine
months then ended. Our examination was made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the statements mentioned above present fairly the consolidated
financial position of The Housing Group at December 31, 1976 and the consolidated
results of its operations and the changes in its consolidated financial position
for the nine months then ended, in conformity with generally accepted accounting
principles applied on a consistent basis.

March 7, 1977
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Kenneth Leventhal & Company
Certified Public Accountants

MOT Bnckdl Avenue
Miami,Florida 33131
(305) 358-5753

Board of Directors
The Communities Group, Inc. of Broward County
Ft. Lauderdale, Florida

We have examined the consolidated balance sheet of The Communities
Group, Inc. of Broward County as of December 31, 1976 and the related
consolidated statements of income and changes in financial position for
the three months then ended. Our examination was made in accordance
with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

In our opinion, the aforementioned financial statements (which are:
not presented separately in this annual report on Form 10K) present >
fairly the consolidated financial position of The Communities Group, - . ,
Inc. of Broward County as of December 31, 1976 and the consolidated results
of its operations and changes in its financial position- for the three ̂ ;;
months then ended in conformity with generally accepted accounting "
principles.

B**..

KENNETH LEVENTHAL & COMPANY

March 2, 1977
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ARTHUR ANDERSEN & Co.
CERTIFIED PUBLIC ACCOUNTANTS

MIAMI. FLORIDA 33131

To the Partners of
Boca Del Mar Associates and
Boca Del Mar Golf and Tennis Club:

»
We have examined the combined balance sheet of Boca Del

Mar Associates (a partnership) and Boca Del Mar Golf and Tennis
Club (a partnership) as of December 31, 1976, and the related
combined statements of operations, partners' equity and sources
and uses of cash for the year then ended. Our examination was
made in accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in the
circumstances.

In our opinion, the financial statements referred to above
(not separately presented herein) present fairly the combined finan-
cial position of Boca Del Mar Associates and Boca Del Mar Golf and
Tennis Club as of December 31, 1976, and the results of their
operations and sources and uses of cash for the year then ended, in
conformity with generally accepted accounting principles applied on
a basis consistent with that of the preceding year.

Miami, Florida,
January 21, 1977.
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To our shareholders:

The year 1976 was a profitable one for Cerrq-Marmon Corporation. On a pro forma basis
sales were $908,390,000 and net income amounted to $45,210,000.

The enclosed financial statements reflect the merger of Cerro Corporation into Cerro-
Marmon on February 24, 1976. This business combination has been accounted for as a purchase of
Cerro by Cerro-Marmon. For a more complete understanding of these statements we suggest you
thoroughly review Notes I and 2 under the heading "Notes to Consolidated Financial Statements"
beginning on page 12 of this annual report.

In January 1977, Cerro-Marmon acquired all of the outstanding shares of Hammond
Corporation. Hammond produces electric organs as well as a line of work and dress gloves. To
accomplish this acquisition, GL Corporation contributed 1,648,984 shares of Hammond common
stock which it acquired prior to May 1974 at a cost of $15,933,000. The balance of Hammond's
outstanding capital stock was acquired in a cash merger at a cost of $17,611,000 and Hammond
became a wholly-owned subsidiary of Cerro-Marmon.

During 1976, Cerro-Marmon divested itself of a number of operations in line with present
management's philosophy of building Cerro-Marmon primarily on its base in metal manufacturing
and coal mining. Investments sold were the Zidani Asbestos Mine Project in Greece, the Cerro Spar
joint venture mining properties in Kentucky and Tennessee and Northwest Iron Co., Ltd. in
Australia.

In 1976 a decision was made to sell the ICX trucking operation. Negotiations have been
concluded to sell ICX to a newly created corporation owned by certain ICX salaried employees.
Cerro-Marmon will own a 19% interest in the new corporation.

Early in 1977, the debt of Leadership Housing was restructured and certain agreements were
modified. As a result, Leadership has become a viable entity that Cerro-Marmon can support
financially during the period required for an orderly disposition of certain land inventories and
continued operation of the balance.

Home office functions were consolidated in the move of the Cerro office from New York to
Chicago. Total home office expenses were reduced from $4,900,000 in 1975 to $3,000,000 in 1976.
This is in accordance with our philosophy of operating with minimum home office overhead and
expenses.

We feel that through divestitures, realignments and reorganizations, Cerro-Marmon is now a
simpler, more manageable organization which should continue to grow and prosper in the coming
year.

- continued -
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We would be remiss if we did not take advantage of this opportunity to comment on the high
quality of personnel we have found at the various Cerro operating units. We want to thank them
and the Mormon people for bearing with us during the difficult times which, it is hoped, are now
behind us.

Jay A~. Prltzker
Chairman of the Board

Robert A
President

ritzker
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GENERAL INFORMATION

Stock Information

Cerro-Marmon's $2.25 Cumulative Series A Preferred Stock was listed for trading on the
American Stock Exchange on February 24, 1976. Sales prices on the American Stock Exchange and
dividends paid since February 2k, 1976 are as follows:

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter

Sales prices:
High $20.38 $21.50 $22.25 $23.63
Low 18.88 19.25 20.00 21.50

Dividends $.2227 $.5625 $.5625 $.5625

Stock transfer agent

Irving Trust Company
One Wall Street

New York, New York 10015
(212)487-5742

Registrar of stock

Bankers Trust Company
P.O. Box 318

Church Street Station, New York 10015

Auditors

Arthur Young & Company
One IBM Plaza

Chicago, Illinois 60611

Annual shareholders' meeting

The annual meeting of Cerro-Marmon Corporation will be held at 10:30 a.m. on June 3, 1977
at the Water Tower Hyatt House, 800 N. Michigan Avenue, Chicago, Illinois

Room Promenade A.

Form 10-K

A copy of the annual report to the Securities and Exchange Commission on Form 10-K may be
obtained from the company at no expense to the shareholder. Direct your request to:

Mr. Thomas L. Seifert, Secretary
Cerro-Marmon Corporation

39 South LaSalle Street
Chicago, Illinois 60603
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BUSINESS DESCRIPTION

Cerro-Marmon Corporation (Cerro-Marmon) was incorporated in Delaware on November 25,
1975 and was inactive until February 2b, 1976. On that date, Cerro Corporation (Cerro) merged
into Cerro-Marmon pursuant to a Plan of Merger and an Exchange Agreement, each dated January
15, 1976. Pursuant thereto, GL Corporation (GL), a Delaware corporation, exchanged all of the
outstanding shares of capital stock of The Mormon Group, Inc. (Michigan) (Mormon) for five million
newly issued common shares of Cerro-Marmon.

The former Cerro operations are engaged in the United States in the manufacture and sale
of refined copper, copper and brass mill products, electric wire and cable and valves; fittings,
regulators and other control equipment for pressurized gases; coal mining; the holding of real
estate for sale or development; and common carrier motor freight operations which are to be sold.
A wholly-owned subsidiary conducts world wide trading activities in nonferrous refined metals,
concentrates and ores including copper, lead, zinc, silver and companion metals. Cerro-Marmon
also has a 21.02% interest in Southern Peru Copper Corporation, a company which operates large
copper mines in Peru, and various interests in several relatively small mining and manufacturing
companies in Peru.

Mormon is a wholly-owned subsidiary of Cerro-Marmon. Mormon was organized on August
26, 1969, and is the successor through merger to a corporation which was organized in 1904.
Mormon is engaged, directly and through several subsidiaries, in the distribution of steel pipe and
tubing and the manufacture and fabrication of copper and aluminum tubing; the manufacture of
products for use principally in the automotive industry; the design and manufacture of equipment
used in the mining industry; the manufacture of building products and equipment; and the
manufacture of specialized equipment for use principally in the agricultural industry.

Reference is made to the lines of business and pro forma lines of business data which
appears on pages 34, 35, 36 and 37 of this report and to Management's Discussion and Analysis of
Results of Operations appearing on pages 38 and 39 for more information on the combined results
of operations of Cerro-Marmon.
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Shareholders
Cerro-Marmon Corporation

We have examined the consolidated balance sheets of Cerro-Marmon Corporation (Note I) at

December 31, 1976 and 1975 and the related consolidated statements of income, shareholders'

equity and changes in financial position for the years then ended. Our examinations were made in

accordance with generally accepted auditing standards, and accordingly included such tests of the

accounting records and such other auditing procedures as we considered necessary in the

circumstances We have received the reports of other independent accountants on their

examinations of the 1976 consolidated financial statements of the trucking subsidiary (Note 8) and

the major real estate subsidiary (Leadership) (Note 9). Our opinion expressed herein on the 1976

consolidated financial statements of Cerro-Marmon, insofar as it relates to amounts included in

such consolidated financial statements that were derived from the 1976 consolidated financial

statements of the trucking subsidiary and Leadership, is based solely on the reports of the other
independent accountants.

The report of other independent accountants referred to above on the 1976 consolidated

financial statements of Leadership and our report doted April 9, 1976 on the 1975 consolidated

financial statements of The Mormon Group, Inc. (Michigan) (the accounting predecessor of Cerro-

Marmon) were qualified as to the effects of such adjustments, if any, as might have been required

had the outcome of certain specified uncertainties relating to the real estate operations been

known. As discussed in Note 3, the partial resolution of these uncertainties in 1976 did not have a

material effect upon the accompanying consolidated financial statements of Cerro-Marmon at

December 31, 1976 and 1975 and for the years then ended and the resolution of the remaining

uncertainties relating to the real estate operations will not have a material effect on such financial

statements. Accordingly, our present opinion on the 1975 financial statements, as presented

herein, is different from that expressed in our previous report.
As discussed in Note 3 to the consolidated financial statements, the allocation of purchase

cost reflected in the consolidated balance sheet at December 31, 1976 and the effects thereof

reflected in the consolidated statements of income for 1976 and 1975 are subject to retroactive

revision to reflect (I) the realization of income tax benefits from prior year losses of Cerro and (2)

the outcome of certain specific matters discussed in Note 3 relating to Leadership and the prior

year federal income tax position of Cerro, The effect of such retroactive revisions, if any, cannot

be determined at this time. However, as discussed in Note 3 to the consolidated financial

statements* any retroactive revisions required will not have a material effect on the 1975

consolidated financial statements or on consolidated working capital and shareholders' equity at

LS 000790
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December 31, 1976, nor will the effects of any such adjustments exceed 10% of reported

consolidated net income for 1976.

In our opinion, based on our examinations and the reports of other independent accountants

referred to in the first paragraph above, and subject to the effects on the 1976 consolidated

financial statements of such retroactive revisions, if any, as may be required to reflect the

outcome of the matters referred to in the preceding paragraph, the statements described in the

first paragraph above present fairly the consolidated financial position of Cerro-Marmon

Corporation at December 31, 1976 and 1975 and the consolidated results of operations and changes

in financial position for the years then ended, in conformity with generally accepted accounting

principles applied on a consistent basis.

ARTHUR YOUNG & COMPANY

Chicago, Illinois

April 22, 1977
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ĈO

r-
m

vo in rH r-
VO rH OO VO
vo r~ r- r>
fM ̂ H O t-l

in

VO
00
00

vo
en

10
en
00

oo
r̂

cn
VO
in
rH

41
U 00

41

"i

o m cn

vo CM en

m ao CM

m r> in o oo
en 09 CM i

<N
<N

cn m o v CM
o cn in vo en
o o vo o o

r~ m
en

1 co <M r»
o
CM

o r»
4 CM

O
a

M
JJ
C

en

u

c
•F-)

ft.

O
U)

I

U)
41
JJ
O

41
41
M

JJ

»4
0) _

8, ' S5 £

in
u r-
Oen —

rH in
0) rH
« e
U —• 41
e JJ
OS-9 0

VO

4)
•O

41
JJ

* t
09
41

09
41

l-l rH
a </v

09 rQ
09 C
41 a

09 —41 vo
M
10 -O
JJ C

09
JJ
41

O ^
-* U
vu 3

2 8
u a

U vo* 4)

09 en

09 TJ 41 .a
10 e jj 10

a O jj
e j= £ *
V 00 S W
U <OT< 10

u U H X

U

, §5
u

09 U on
« <ocvi

vo
J3 « .
<OTJ

-r< U

SH

O V
r- O 41 09
me JJ 09

-< o <o
4) Z
jj 41 —• JJ
O rH C
z -a to 41
•— fl 41 u

rQ MH u
41 C u u 3
rH 3 4) O O
—) vu -C JJ
JZ 41 JJ C u
CJ OS O 4» 4)

C JJ
M O

4)
00
09
«

JJ
e
41

U
3
U

^ JJ

S
2

Si - -
in c

4) 8^ Q.

Z 15

- s1
^a4) O 41

^s-s
Z 10

<0 i-l

CS2 -H ^

•»< "3 JD ~* -c ia
JJ-« 3 O U

SS8"-1
 a ^

a 3 41 41 O
0) JJ JJ u ..

u 10 0 u Qi J-<
O v7»*> Z 4) 41
O C B —• 4* »•" °

-H 4) 3 >,0 01
O J( u T) *» Z «>
u O -H 4) -J—•
u 3 fl -C 09 41 u
4) u 41 JJ 41 Qi 41o^«o « o 5

Z 0. O

LS 000792

MARGRP CDAdm-1083



CERRO-MARMON CORPORATION

CONSOLIDATED STATEMENT OF INCOME

(In thousands of dollars)

Years ended
December 31,

1976 1575

Revenues:
Net sales
Miscellaneous - net (Note 10)

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income before amounts shown below
Income taxes (Note 15)
Income before equity in net income

of Cerro Corporation and discontinued
business

Equity in net income from continuing
operations of Cerro Corporation
(Note 7)

Income from continuing operations
Income of discontinued business less

income taxes (Note 8)
Net income
Net income applicable to preferred stock

(Note 17)
Net income applicable to common stock

(Notes 1, 2 and 3)

$828,218 $275,536
10,927 1,572

839,145 277,108

703,515 217,790
58,455 26,580
11,342 8,024

773,312 252,394

65,833 24,714

28,050 12,855

37,783 11,859

1,436 10,384V

39,219 22 ,243

3,540 2,460

42,759 24,703

(9,009)
$ 33,750 $ 24,703

See Notes to Consolidated Financial Statements.
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CERRO-MARMON CORPORATION

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

(In thousands of dollars)

Years ended
December 31,

Sources of working capital:
Income from continuing operations
Charges (credits) not involving working
capital -

Provision in lieu of income taxes
Depreciation, depletion and amortization
Equity in undistributed net income from
continuing operations of Cerro
Corporation

Other - net
Total from continuing operations

Income of discontinued business - net
Charge (credits) not involving working capital

Provision in lieu of income taxes
Equity in undistributed net income

of discontinued business
Total from discontinued operations

Total from operations
Merger of Cerro Corporation

at February 24, 1976 -
Preferred stock issued and

issuable $ 88,375
Harmon's basis in 45.33% of Cerro 80,028
Long-term obligations assumed 84,104
Other - net 18,248

270,753
Less cost assigned to non-current
assets:
Trucking subsidiary
Real estate subsidiaries
Notes due from Chile
Property, plant and

equipment - net
Other non-current assets

14,444
14,944
15,087

59,438
4,507

108,420

1976 1975

Total from merger of Cerro
Corporation

Reduction in long-term portion of notes due
from Chile

Long-term borrowings
Sale of investments
Disposition of property, plant and
equipment

Total

6,030
9,460

(786)
2,276
56,199

3,540

1,367

(2,886)
2,021
58,220

162,335

12,669
8,160
1,369

3,764

246,517

$ 39,219 $ 22,243

65
5,386

(6,271)
739

22,162

2,460

(2,460)

22,162

1,900

1,771

25,833

10

LS 000795

MARGRP CDAdm-1086



Disposition of working capital:
Investment in Southern Peru Copper Corporation
Additional investment in and advances to real

estate subsidiaries - net
Purchase of property, plant and equipment
Reduction in long-term obligations
Pre fe r red dividends paid
Other - net

Total

Increase in working capital

5,450

5,091
17,657
76,513
8,136
966

113,813

1

7,245
5,106

(410)
11,941

$132,704 $ 13,892

Changes in Elements of Working Capital

Increase (decrease) in current assets:
Cash, deposits and marketable securities $ 72,676 $ 1,657
Receivables 74,830 979
Inventories 151,339 (4,317)
Other current assets 5,371 (237)

304,216 (1,918)

(Increase) decrease in current liabilities:
Notes payable to banks (37,480) 8,000
Notes payable to affiliates (3,000)
Long-term obligations due within one year (6,914) (3,189)
Accounts payable (81,515) 9,974
Income taxes (19,683) 519
Accrued liabilities (22,920) 506

Increase in working capital $132,704 $ 13,892

See Notes to Consolidated Financial Statements.
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CERRO-MARMON CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31. 1976 and 1975

(Tobulor amounts ore in thousands of dollars, except as noted)

1. Organization and Basis of the Financial Statements

Cerro-Marmon Corporation (Cerro-Marmon), incorporated on November 25, 1975, was
inactive until February 24, 1976. On that date (I) Cerro-Marmon issued 5 million common shares
to GL Corporation (GL) for all of the outstanding common shares of The Mormon Group, Inc.
(Michigan) (Mormon), in a transaction accounted for as if it was a pooling of interests, (2) Cerro-
Marmon became obligated to issue preferred stock to holders of Cerro Corporation (Cerro) common
stock, other than Mormon, on a share-for-share basis and (3) Cerro was merged into Cerro-Marmon
in a transaction accounted for as a purchase. Cerro common stock owned by Mormon, representing
45.33% of the Cerro common stock outstanding, was cancelled. As a result of the above described
transactions, GL owns 100% of the outstanding Cerro-Marmon common stock, which represents
approximately 82% of the total voting interest in Cerro-Marmon, and Mormon is a wholly-owned
subsidiary of Cerro-Marmon.

The consolidated financial statements for periods prior to February 25, 1976 consist of the
consolidated financial statements of Mormon (Cerro-Marmon's accounting predecessor company)
and all subsidiaries, with Mormon's 45.33% interest in Cerro accounted for on an equity basis.
Commencing February 25, 1976, the consolidated financial statements consist of the financial
statements of Cerro-Marmon and all significant subsidiaries except the real estate subsidiaries
(Notes 2 and 9) and the trucking subsidiary which is to be sold (Note 8).

2. Acquisition of Cerro

Effective August I, 1974, Mormon acquired 3,586,297 common shares of Cerro, a 45.33%
equity interest, at a total cost of $67,846,000. Of the shares acquired, 813,100 shares were
acquired from GL at GL's cost of $14,031,000 and the remaining shares were acquired pursuant to a
cash tender offer. The shares acquired from GL were purchased by GL principally in the period
February-May 1974.

On February 24, 1976, Cerro was merged into Cerro-Marmon (Note I). Pursuant thereto,
the former common shareholders of Cerro, other than Mormon, became entitled to receive one
share of Cerro-Marmon $2.25 Cumulative Series A Preferred Stock (Note 17) for each share of
Cerro common stock. Accordingly, the holders of a total of 4,324,970 common shares of Cerro
were entitled to receive a like number of preferred shares. Of this number of shares, shareholders
owning 65,913 shares have received or will receive cash for their shares. The preferred shares were
valued by the Board of Directors of Cerro-Marmon at $20.75 per share, based on the estimated fair
value of the preferred stock determined when the exchange ratio was approved by the Board of
Directors of Cerro. A value of $19 per share has been assigned to the Cerro shares to be acquired
for cash (Notes 16 and 17).

The above described transactions have been accounted for as a purchase of Cerro by Cerro-
Marmon. Accordingly, the net assets of the businesses formerly conducted by Cerro are included in
the consolidated balance sheet of Cerro-Marmon at amounts determined after giving effect to an
allocation of Cerro-Marmon's purchase cost to such net assets.

The amount at which Cerro's net assets at February 24, 1976 were included in the Cerro-
Marmon balance sheet at that date was determined as follows:

000797
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1
Applicable to 45.33% interest -

Cost to Mormon
Equity in Cerro's undistributed net income

Mormon's basis in 45.33% of Cerro at
February 24, 1976

Applicable to 54.67% interest -

Value of preferred stock issuable
Cerro common stock to be acquired for cash
Acquisition costs

Cerro-Marmon's cost of 54.67% of Cerro

Proposed litigation settlement cost to be paid by GL (Note 16)

Cerro-Marmon's basis in net assets of Cerro at February 24, 1976

$ 67,846
I2J82

$ 80,028

88,375
1,253
2.295

91,923

2.336

$174.287

Summarized information follows as to Cerro's net assets at December 31, 1975 and
February 24, 1976 (unaudited) and the amounts at which Cerro's net assets at February 24, 1976
were included in the Cerro-Marmon balance sheet- at that date after making the purchase cost
allocations discussed below.

Cerro-Marmon
Cerro At At

February 24,
1976

December 31,
1975

February 24,
1976

Current assets
Current liabilities

Working capital.
Trucking subsidiary
Real estate subsidiaries
Notes due from Chile
Future income tax benefit -
Investments and other assets
Property, plant and equipment.
Intangibles

Less:
Long-term obligations
Deferred credit from acquisition
Other non-current amounts

Net assets

(In millions of dollars)
$301.9 $308.3

141.3 142.4

160.6
28.1
34.7
13.2
41.4
16.7

136.3
5.0

436.0

89.3

5.5

$341.2

165.9
28.9
34.6
12.0
37.8
16.1

135.4
4.9

435.6

86.3

7.5

$341.8

$308.3
142.4

165.9
14.4
14.9
15.1

2.8
59.4

N8_
274.3

84.1
4.1

11.8

The allocations of purchase cost to Cerro's net assets were made as of August I, 1974 as to
the 45.33% interest in Cerro acquired as of that date and as of February 24, 1976 as to the 54.67%
interest in Cerro acquired as of that date. The initial tentative allocations of purchase cost, as
reported in the Cerro-Marmon report to shareholders for the first quarter of 1976, have been
revised to reflect additional information obtained subsequently, including the substantial resolution
of various uncertainties relating to the real estate operations and the amount of proceeds received
or to be received from the dispositions of certain assets and operations. The effect of the purchase
cost allocations was to significantly reduce the amounts at which Cerro's net assets are included in
the Cerro-Marmon consolidated balance sheet from amounts previously reflected in Cerro's
historical consolidated balance sheet. Reductions were made principally to investments (including
the investment in the real estate subsidiaries), property, plant and equipment, intangible assets and
the asset included in the Cerro balance sheet for future income tax benefit. The purchase cost
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allocation shown above and the effects thereof on results of operations discussed below are subject
to retroactive revision to reflect the resolution of certain specific matters as discussed in Note 3.

The purchase cost allocations had the effect of significantly increasing the amount
reflected by Mormon as its equity in the net income of Cerro prior to February 25, 1976 and the net
income of Cerro-Marmon subsequent thereto. This effect results principally from (I) reductions in
depreciation, depletion and amortization of property, plant and equipment and intangible assets, (2)
larger gains or lesser losses from dispositions of assets and (3) elimination of net losses from the
real estate operations for periods through December 31, 1976, as discussed in the following
paragraph.

i
For purposes of determining Mormon's equity in Cerro's net income prior to February 25,

1976 and Cerro-Marmon's results of operations from February 25 to December 31, 1976, the net
losses of the nonconsolidated real estate subsidiaries were charged to a reserve established
therefore in connection with the purchase cost allocations because significant uncertainties
precluded an allocation of purchase cost to the net assets of these subsidiaries at the dates of
purchase. As discussed more fully in Note 9, various of the uncertainties as to the real estate
operations were substantially resolved as of December 31, 1976 and a purchase cost allocation was
made; therefore, the results of operations of the real estate subsidiaries will be reflected in
consolidated net income beginning January I, 1977.

Had the merger of Cerro into Cerro-Marmon been consummated on January I, 1975, the
pro forma revenue and net income for 1976 and 1975 would have been as follows:

1976 1975
(Unaudited) ,;

Revenues $921,323 $767,331

Income from continuing operations $ 41,624 $ 35',f70
Income from discontinued business 3,586 3;,428

Net income $ 45.210 $ 38.598

The above pro forma amounts consist of the historical amounts applicable to Mormon and
Cerro for the year 1975 and the period January I, 1976 to February 24, 1976, all adjusted on a pro
forma basis to give effect to the adjustments resulting from the merger of Cerro into Cerro-
Marmon, and the reported amounts applicable to Cerro-Marmon for the period subsequent to the
merger date, both adjusted to reflect the discontinuance of trucking operations. As noted above,
no amounts are included for the real estate subsidiaries. See Note 19 for data as to the acquisition
of Hammond Corporation in January 1977.

3. Uncertainties

Significant uncertainties relating to the former Cerro operations existed at December 31,
1975 and February 24, 1976. Such uncertainties related principally to the real estate operations
(Leadership) and, as a result thereof, to the realizable value of Cerro's asset "Future income tax
benefit". As discussed in Note 9, various of the uncertainties relating to the real estate operations
have been substantially resolved, with the major remaining uncertainty relating to the ultimate
liability that may result from a guarantee by Leadership of debt of a joint venture in which
Leadership participates. Such resolution had no material effect on the consolidated financial
statements of Cerro-Marmon and the resolution of the remaining uncertainties will have no
material effect on such financial statements. Further, no purchase cost was allocated to Cerro's
asset, "Future income tax benefit", which is being accounted for as realized as discussed in the
following paragraph.
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•1-
Income tax matters, including matters relating to Cerro's prior year federal income tax

position, are discussed in Note IS. On the basis of presently known information, management of
Cerro-Marmon does not anticipate any significant change in the prior year federal income tax :

position of Cerro from that reflected on Cerro's income tax returns other than as provided for.
Further, Cerro-Marmon's management anticipates1 that the amount of future income tax benefit
available from Cerro's prior year losses will be ultimately realized. However, because of the
complexities of the matters and because no member of Cerro-Marmon's management was a part of
Cerro management prior to 1975, Cerro-Marmon will continue to include all income tax benefits
realized from prior year losses of Cerro in the "Deferred credit from acquisition" in the Cerro-
Marmon consolidated balance sheet (rather than being partially applied to reduce the purchase cost
allocated to Cerro's former property, plant and equipment) and to reflect no amortization of the
deferred credit in income until the matters referred to above, including the matter relating to
Leadership, are resolved. The effect thereof on the 1976 consolidated financial statements was not
material. Upon resolution, the purchase cost allocated to Cerro's net assets will be retroactively
revised to reflect any adjustments resulting from (I) the realization of income tax benefits from
prior year losses of Cerro and (2) the outcome of the matters discussed above relating to
Leadership and the prior year federal income tax position of Cerro. Further, provisions for
depreciation and depletion will be retroactively adjusted to reflect the effects of any revision of
purchase cost allocated to property, plant and equipment and amortization of any deferred credit
will be retroactively included in income. Any retroactive adjustments required will not have a
material effect on the 1975 consolidated financial statements or consolidated working capital and
shareholders' equity at December 31, 1976, nor will the effects of any such adjustments exceed 10%
of reported consolidated net income for 1976.

4. Summary of Accounting Policies

The significant accounting policies of Cerro-Marmon are as follows:

(A) Consolidation policy

The consolidated financial statements include the accounts of all significant subsidiaries
except the real estate subsidiaries (Notes 2 and 9) and the trucking subsidiary to be sold
(Note 8). See Note I for the basis of the consolidated financial statements. All significant
intercompany balances and transactions have been eliminated.

(B) Inventories

Inventories, other than metal trading inventories, are valued at the lower of cost or
market. The cost of inventories comprising 22% and 82% of consolidated inventories in 1976
and 1975, respectively, is determined under the last-in, first-out (LIFO) method. Cost of the
remaining inventories, other than metal trading inventories, represents current cost
(standard, average or first-in, first-out).

Metal trading inventories and open positions (outstanding futures contracts, unfulfilled
physical purchase and sale commitments and related foreign currency commitments) are
valued at market and the resultant gain or loss is reflected in results of operations.

(C) Investments

Investments in marketable securities are carried at the lower of cost or market.

The investment in the real estate subsidiaries is carried at cost to Cerro-Marmon, which
will be adjusted beginning January I, 1977 for Cerro-Marmon's equity in the subsidiaries' net
income or loss (Notes 2 and 9).

The investment in the trucking subsidiary, which is to be sold, is carried at Cerro-
Marmon's cost, adjusted for Cerro-Marmon's equity in the subsidiary's undistributed net
income subsequent to dates of acquisition (Note 8).
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The investment in Cerro was accounted for by Mormon on the equity method through
February 24, 1976. Mormon's equity in Cerro's reported net income was adjusted to reflect
the effects of the differences between Mormon's cost and its equity in the net assets of Cerro
at August I, 1974, the date of acquisition by Mormon of its 45.33% interest in Cerro.

Other investments, including investments in affiliated companies, principally Southern
Peru Copper Corporation (SPCC) (Note 10), a 21.02% owned affiliate, are carred at cost or
less. Income is recognized only upon receipt of dividends. The cost method is used for the
investment in SPCC because it is domiciled in a country with significant foreign exchange
restrictions. The other affiliates are not significant.

(D) Property, Plant and Equipment

Property, plant and equipment are recorded at cost to Cerro-Marmon, less accumulated
depreciation and depletion. Gain or loss on sales or retirements is included in earnings.
Maintenance and repairs are expensed; renewals and betterments are capitalized.
Depreciation is based on the estimated service lives of the assets using primarily accelerated
methods. Depletion of mining properties is based on the units-of-production method.

(E) Income Taxes

Deferred taxes are provided to account for the differences for accounting and tax
purposes in the timing of the recognition of certain income and expense items. These
differences consist principally of allowances for losses and accrued expenses not yet
deductible for income tax purposes, gains from certain metal trading activities not yet
taxable and, in 1975, the equity in the undistributed net income of Cerro as to which deferred
income taxes were provided on the basis that the undistributed earnings would be received as
a dividend and subject to the statutory dividend exclusion.

Investment tax credits are accounted for as reductions of the current prevision for U.S.
income taxes as such credits are earned. -'.v;

(F) Retirement Plans rf

Pension costs, actuarially determined and generally funded as accrued, consist of current
service costs, interest on unfunded past service liabilities and amortization of prior service
costs over periods not exceeding 40 years. Profit sharing plan costs are recorded in amounts
approved by the Board of Directors as contributions to the profit sharing plan trusts.

5. Notes Due from Chile

In connection with the 1971 expropriation of a Chilean mining company formerly 70%
owned by Cerro, the Government of Chile issued 9.165% Series A and B Notes, payable
$2,700,000 semi-annually including interest, which arc exempt from Chilean taxes and
guaranteed by the Central Bank of Chile. An agency of the United States government has
guaranteed the payment of a portion of the principal amount of the Series B Notes and the
interest thereon ($3,100,000 as of December 31, 1976).

The principal amount of notes outstanding at December 31, 1976 of $10,400,000 exceeds
Cerro-Marmon's carrying value by $ 1,900,000. This amount is being reflected in earnings over
the remaining scheduled collection period (to March I, 1979).
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6. Inventories

December 3I,
C97T

Metal trading inventories $ 63 326
Coal inventories and supplies 9*424
Manufacturing inventories and supplies I29J370 $ 50781

$202.120 $ 50.781

Inventories valued under the UFO method were approximately $27,200,000 less than the
current costs of such inventories at December 31, 1976 ($25,300,000 at December 31, 1975).
Reductions in the levels of certain inventories carried at UFO costs, which were less than current
costs, increased net income by approximately $600,000 in 1976 ($1,000,000 in 1975). The
classification of manufacturing inventories by stage of production is not available from the
accounting records.

Cerro-Marmon entered into certain arrangements for the future delivery of copper in Dec-
ember 1976 and approximately $50,000,000 was received as advance payments on these sales. For
financial statement purposes, these advanced copper sales are not reflected as sales until the
copper is delivered and Cerro-Marmon's obligation is satisfied. The cash received as advance
payments was temporarily invested and is included in "Time and certificates of deposit" in the
consolidated balance sheet and the liability for the cost of the copper to be delivered is included in
"Accounts payable". See Note 15 for the income tax treatment of these advance payments.

7. Investment in Cerro Corporation

Effective August I, 1974, Mormon acquired 3,586,297 common shares of Cerro, representing
45.33% of the outstanding common shares of Cerro at that date, for a total cost of $67,846,000.
The Cerro stock held by Mormon was cancelled on February 24, 1976 in connection with the merger
of Cerro into Cerro-Marmon (Note I).

Summarized information as to Cerro's net assets at December 31, 1975 and February 24, 1976
is presented in Note 2. Mormon's equity in the net income of Cerro for the year ended December
31, 1975 and the period January I to February 24, 1976 was determined as follows:

Period Jan. I Year ended
to Feb. 24. 1976 Dec. 31. 1975

Mormon's equity (45.33%) in the reported net
income (loss) of Cerro $ 921 $ (1,092)

Adjustments to reflect the effects of the allocation
of Mormon's purchase cost of the Cerro stock to
Mormon's proportionate interest in Cerro's
net assets at August I, 1974 as discussed in
Note 2:

Reduction in depreciation and amortization
of Cerro's property, plant and equipment
and intangible assets 652 4,212

Elimination of the net loss from real estate
operations 353 9,604

Other - net (144) 310
Mormon's equity in Cerro's net income, as

adjusted $ 1.782 $ 13.034
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Mormon's equity in Cerro's net income is
presented in the consolidated statement
of income as follows:

Continuing operations
Discontinued business

Dividends received from Cerro

$ 1,436
346

$ 1.782

$ 650

$ 10,384
2.650

$ 13,034

$ 4.303

As discussed in Note 2, the net losses from the real estate operations were eliminated from
Mormon's equity in the net income of Cerro by charges to a reserve established therefore in
connection with the purchase cost allocation. The method used to determine the amounts charged
to such reserve by Mormon prior to February 25, 1976 differed from the method used by Cerro-
Marmon subsequent thereto but the result determined by Mormon was substantially identical to the
result obtained by use of the Cerro-Marmon method.

Revenues of Cerro, after restatement for the discontinued trucking business and the real.
estate subsidiaries, were $489,772,000 in 1975 and $82,151,000 in the period January I to
February 24, 1976.

8. Investment in Trucking Subsidiary

Cerro-Marmon intends to sell its majority-owned trucking subsidiary, ICX Industries, Inc., to
ICX Corporation, a corporation formed by certain employees of the trucking subsidiary, for
approximately $22,600,000 in cash, a subordinated note of approximately $5,500,000 (subject to
changes in net asset value of the subsidiary to date of sale), which bears interest at prime plus 4fc%
per annum, and a 19.8% equity interest in ICX Corporation. Such sale is expected to be completed
in June 1977. Accordingly, the trucking subsidiary is reflected in the financial statements as a
discontinued business. The gain to be realized on the sale, before income taxes, is estimated at
approximately $5 million based on the cash proceeds to be received. The gain represented by the-'
notes and stock will be reflected as amounts are realized in cash.

Net assets applicable to the discontinued trucking operations, after giving effect to Gerro-
Marmon's purchase cost allocations, at December 31, 1976 follow: •"•_

$ 8,078
7.535

543

13,743
6,183

(3.460)

Current assets
Current liabilities

Net current assets

Property and equipment - net
Operating rights and other assets
Non-current obligations

Net assets

The amounts shown in the consolidated statement of income as income of discontinued
business for periods prior to February 25, 1976 consist of Mormon's 45.33% equity in the net income
of Cerro's trucking subsidiary, less Mormon's income taxes relating thereto, and for the period
February 25 to December 31, 1976 consists of the adjusted income of the trucking subsidiary, less
related income taxes (Note IS).

For the period February 24, 1976 through December 31, 1976, ICX Industries, Inc. reported
revenues of $71,126,000.
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9. Investment in Real Estate Subsidiaries

The nooconsolidated real estate subsidiaries consist of Leadership Housing, Inc. (Leadership)
and The Housing Group, Inc. (Housing Group) and their subsidiaries Housing Group was formed
during 1976 by the transfer of certain assets from Leadership. Amounts relating to the real estate
subsidiaries at December 31, 1976 consist of the following:

Advances $ 19,493
Investment 542

Total $ 20.035

The above amounts represent the results of the allocation of the purchase cost of Cerro to
the real estate subsidiaries. The amount shown as investment is equal to the stockholder's equity
shown in the subsidiaries' balance sheets as of December 31, 1976, reduced to reflect the effects of
the purchase cost allocation to the net assets of these subsidiaries.

No amounts have been included in the consolidated results of operations applicable to the real
estate subsidiaries as the loss incurred by these subsidiaries was charged to a reserve established
for such purpose by the initial purchase cost allocations. This reserve was established because
various uncertainties relating to the real estate operations precluded an allocation of purchase cost
to the real estate assets at the dates of acquisition of Cerro. Certain of these uncertainties were
substantially resolved by the modification of certain agreements and restructuring of debt
obligations concluded in February 1977, the reductions in inventories and the restructuring of the
activities of the real estate subsidiaries, and the general improvement in the market in the various
areas in which the real estate operations are conducted. Uncertainties remaining are discussed
elsewhere in this note. The most significant remaining uncertainty relates to the guarantee of debt
of a joint venture in which Leadership is a participant (See B in this Note). The above described
events permitted a quasi-reorganization of Leadership as of December 31, 1976 at which date its
assets were revalued to reflect their fair market values. These revised asset values were used as
the basis for finalizing the purchase cost allocation to the real estate assets and to Cerro-Marmon's
investment in the real estate subsidiaries. Commencing January I, 1977, Cerro-Marmon will
reflect its equity in the net income or loss of the real estate subsidiaries in the consolidated
financial statements.

For the year ended December 31, 1976, the real estate subsidiaries reported a loss before
income taxes of $18,336,000 on sales of $56,836,000. This loss, which is based on the historical
financial statements of the real estate subsidiaries before giving any effect to purchase cost
allocations, was charged to the reserve established therefore as discussed above.

A condensed pro forma combined balance sheet of the real estate subsidiaries at
December 31, 1976, after giving effect to the above-mentioned quasi-reorganization of Leadership,
modification of certain agreements and restructuring of debt obligations completed in 1977, and
after reflecting the purchase cost adjustments to the real estate subsidiaries' net assets, follows:
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Real Estate Subsidiaries
Condensed Pro Forma Combined Balance Sheet

December 31, 1976

ASSETS:
Cash
Receivables
Inventories (A)
Investment in joint ventures (B)
Property and equipment - net
Other assets (C)

LESS:
Notes payable (D)
Accounts payable and accrued

liabilities

4,413
8,329

71,806
1,530
2,204
4.249

92,531

$ 54,250

18,246

Cerro-Marmon's equity and advances

72,496

$ 20.035

(A) Inventories

Inventories are carried at the lower of cost or estimated net realizable value, which
amount approximates fair market values at December 31, 1976. The estimated net realizable
values have been determined based on dispositions in the normal course of business under
existing and anticipated market conditions. .:

The inventories at December 31, 1976 consist of:

Land and land improvement costs
Developments completed or in progress

(B) Investment in Joint Ventures

The investment at December 31, 1976 consists of:

Notes receivable
Notes payable
Equity
Reduction for effect of reduced income tax basis

$ 53,460
18.346

$ 71,806

$ 4,247
(2,722)
4,480

(4.475)

$ 1,530
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The equity investment shown above represents the estimated fair value of Leadership's equity
in the underlying net assets of the joint ventures. These net assets are summarized as follows:

Receivables $ 12,855
Inventories 84,761
Other assets 3,905

Notes and mortgages payable $ 72,623
Other liabilities 6.600

101,521

79.223

$ 22.298

Equity -
Leadership 4,480
Venture partners 17,818

Leadership participates in four joint ventures. Two of these joint ventures are with certain
Pritzker Trusts (the Pritzker family, through trusts and other entities own all of the outstanding
capital stock of GL Corporation, Cerro-Marmon's parent) each of which provides for Leadership's
participation in 50% of the profits and losses. These two ventures hold unimproved property and
have not made any sales. While Leadership has no investment in these particular ventures, it is
contingently liable to lenders for approximately $19,200,000 of notes payable by the joint ventures.
Leadership, however, would have recourse to the joint ventures. At December 31, 1976,
approximately $18,200,000 of such debt of one of the joint ventures was in default and actions for
foreclosures had been filed by certain noteholders. The ultimate exposure to Leadership of these
contingencies cannot be determined and no provision has been included in the financial statements
as of December 31, 1976.

(C) Other Assets

Other assets include $2,255,000 due from The Communities Group, Inc. of Broward
County (Communities), a subsidiary of GL. During 1976, Leadership sold to Communities
approximately $2,243,000 of land at book value subject to existing indebtedness of
approximately $333,000.

(D) Notes Payable

Notes payable at December 31, 1976, after giving effect to a February 22, 1977 exchange
of assets by Leadership for the cancellation of a bank loan agreement, are as follows:

Financial institutions -
Unsecured, non-interest bearing, due $3,000,000

annually $ 9,510
Secured, interest from 8.75% to prime plus 4%,

due in installments 7,690
Other, substantially all secured,

discounted to provide effective interest
rates of 8% to 10%, due in installments 37,050

$ 54.250
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The unsecured note, which has a face value of $12,000,000 and has been discounted to
reflect a 10% interest rate, is guaranteed by Cerro-Marmon.

A Master Loan Agreement with a bank imposes certain restrictions on Housing Group,
including restrictions on the payment of dividends and redemption of stock.

(E) Other Matters

In connection with a 1972 sale of land to the Pritzker Trusts, Leadership was required to
repurchase certain portions of such land and had an option to purchase another portion. The
repurchase price was Leadership's sales price, the Trust's development and carrying costs and
a specific premium. In February 1977, Leadership and the Trusts agreed to cancel each
others' rights and obligations in connection with the repurchase and other related agreements.
Under terms of the cancellation agreement, a purchase money second mortgage held by
Leadership was modified with respect to payment terms, such that the ultimate collectibility
cannot be determined and, therefore, the mortgage note receivable of $2,980,000 has not
been reflected in the balance sheet of Leadership.

As a result of the formation of Housing Group and Communities, Leadership is no longer
involved in the construction and sale of single family houses, condominiums or multi-family
projects. Leadership's future activities will be limited principally to the sale of land
presently owned to Communities and other buyers.

The real estate subsidiaries are liable for obligations incurred in the normal course of
business for rentals, the completion of contracts relating to the construction of houses,
purchases of land, improvements of property sold and guarantees to purchasers of apartment
projects. In addition, real estate development is contingent on obtaining required approvals
and permits from various government agencies. Leadership is a defendant in lawsuits arising
in the normal course of business and is obligated under long-term leases for which provision
has-been made for the possible loss from these and certain other claims and obligations. -;H

10. Investments - Other 7-r

Other investments consist of:

December 31, ;
1976 1975 ;

Southern Peru Copper Corporation $ 5,450
Miscellaneous (principally foreign) 2,200 $ 1,569

$ 7.650 $ 1.569

Southern Peru Copper Corporation (SPCC)

Although management believes the investment in SPCC has significant value, no portion of
Cerro-Marmon's purchase cost of Cerro was assigned to the investment in SPCC as an appropriate
basis for assigning such cost was not readily available. An allocation of a portion of the purchase
cost to the investment in SPCC would not have materially affected the consolidated financial
statements of Cerro-Marmon. The amount shown for the investment in SPCC represents amounts
invested in SPCC after February 24, 1976.

In late February 1976, Cerro-Marmon contributed $4,450,000 to the capital of SPCC, its then
proportionate share (22.25%) of a capital subscription aggregating $20,000,000. This capital
subscription was required by SPCCs lenders, prior to the lenders granting waivers under their
financing agreements with SPCC, so that SPCC could obtain additional credit to meet cost
overruns incurred in the development of its Cuajone mine. Because the projected costs of Cuajone
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exceeded available funds, including the above $20,000,000, SPCCs lenders required an additional
equity offering of $25,000,000. Cerro-Marmon contributed $1,000,000 under such offering, which
had the effect of reducing Cerro-Marmon's equity interest in SPCC to 21.02%.

SPCC has not paid dividends since 1972. SPCCs net income (loss) was $8,354,000 and
($9,597,000) for 1976 and 1975, respectively. Cerro-Marmon's equity in SPCCs net assets, as
reported by SPCC, was $62,478,000 at December 31, 1976.

Pursuant to Peruvian law, the mining community, made up of SPCCs employees, will acquire
increasing participation in the profits and ownership (eventually to 50%) of the mining enterprises
in which they are employed.

Investments Sold in 1976

During 1976, Cerro-Marmon sold (I) its investment in a 71.25% owned subsidiary in Greece
(Zidani Asbestos Mine Project), (2) the assets of Cerro Spar Corporation, a wholly-owned domestic
fluorspar mining company and (3) its 24% interest in Northwest Iron Co., Ltd. (Northwest). The
gain from these sales, less operating losses in 1976 to dates of sale, of $948,000 is included in
"Revenues - miscellaneous" in the consolidated statement of income.

Cerro-Marmon is contingently liable, together with the major stockholder of Northwest, to
advance sufficient funds to Northwest to maintain working capital, as defined, at $500,000 until
certain indebtedness ($10,879,000 outstanding at December 31, 1976) is repaid. In connection with
the sale by Cerro-Marmon of its interest in Northwest, the major stockholder of Northwest has
agreed to hold Cerro-Marmon harmless with respect to this working capital maintenance obligation.
Management does not expect Cerro-Marmon to be required to make any payments as a result of
this contingent obligation.

11. Property, Plant and Equipment

Property, plant and equipment are summarized below:

December 31,
7976 19^

Land $ 3,779 $ 2,064
Buildings and improvements 31,562 21,590
Machinery and equipment 64,158 34,027
Mining properties 20,264
Utility plant 6,198
Construction in progress 6,272 424

132,233 58,105
Less accumulated depreciation and depletion 32,141 21,884

$ 100,092 $ 36.221

12. Financing Obligations

(A) The following table summarizes long-term debt and lease purchase obligations:
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Notes to banks (a)

Notes to institutions (b)
Notes to corporations (c)
Notes to individuals (d)
Subordinated debentures (e)
Subordinated notes
Lease purchase obligations (f)
Other

Less current portion

Interest
Rote

Prime plus
¥2% and 1%
6%-6-3/8%

Due
December 3 I,

5%
7%
12%

1977-1981

1977-1987
1977-1987
1977-1980
1977-1990
1977-1981
1977-1994
1977-1990

1976 1975

$ 68,000

$ 27,636
35,000

7,446
3,756
3,863

21,485
10,053

109,239
1 1 ,800

I7,'307
979

86,286
4,886

$ 97,439 $ 81,400

(a) This debt of Mormon was prepaid in 1976 with funds obtained from a $25,000,000 cash
contribution by Cerro-Marmon and a $26,000,000 demand loan from Cerro-Marmon together
with Mormon's internally generated funds.

(b) Discounted to an effective interest rate of 9%.

(c) Secured by certain coal mining properties.

(d) To be paid as cash is generated by certain coal mining operations, with payments estimated to
be made annually in approximately equal amounts. Discounted to an effective interest rate

. of9Vi%.

(e) Convertible into common stock of Cerro-Marmon's subsidiary (Golconda Corporation) .at
$10.67 per share and redeemable at Golconda's option at prices slightly above par. the
amount shown has been discounted to an effective interest rate of 10%.

(f) Secured by certain property, plant and equipment.

Scheduled maturities of the long-term debt and lease-purchase obligations in the
calendar years 1978-1981 are $12,919,000 in 1978, $ 12,270,000 in 1979, $9,669,000 in I960 and
$10,555,000 in 1981.

The various debt agreements impose certain restrictions on Cerro-Marmon and certain
subsidiaries (including Mormon), including restrictions on the payment of cash dividends and
the repurchase of capital stock. Pursuant to the most restrictive provisions of the agree-
ments, Cerro-Marmon could not pay dividends on or repurchase common stock at December
31, 1976. However, under the agreements there was approximately $60,000,000 available for
the payment of dividends on, and redemptions of, preferred stock at that date.

(B) Certain subsidiaries have a formal domestic credit line, expiring April 30, 1977, in the
amount of $12,500,000 and informal domestic and foreign credit lines in the amount of
$61,000,000. All significant credit lines provide for informal compensating balance
requirements, generally in an amount equal to 10% of the credit line or 10% of outstanding
borrowings thereunder. In one instance a credit line restricts dividend payments and stock
repurchases by a subsidiary. Compensating balance requirements are generally satisfied by
the normal time lag in presentation of checks for payment.

The daily weighted average short-term bank borrowings and the maximum amount of
aggregate short-term bank borrowings outstanding at any month end during 1976 were
$14,080,000 and $39,480,000, respectively. The weighted average interest rates at December
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31, 1976 and for the year then ended were 8.26% and 7.39%, respectively. Unused credit lines
at December 31, 1976 aggregated $34,020,000.

Notes payable to banks at December 31, 1976 were collateralized by a substantial portion
of metal trading inventories (Note 6).

13. Accrued Liabilities

Accrued liabilities consist of the following:

December 31,
1976 1975

Compensation $ 8,132 $ 3,256
Pension and profit sharing 5,337 2,252
Insurance 5,310 1,633
Taxes, other than income taxes 3,996 674
Interest 1,571 963
Other 9.185 1,833

$ 33.531 $ 10.611

14. Retirement Plans

Cerro-Marmon has several pension and profit sharing plans covering substantially all of its
employees.

The actuarially computed value of vested benefits under the pension plans exceeded, as of
December 31, 1976, the respective pension fund assets and related balance sheet accruals by
approximately $9,400,000. At that date .unfunded past service costs totalled approximately
$18,500,000.

Retirement plan expense included in the consolidated statement of income is as follows:

1976 1975

Pension plans $ V82 $ 1,221
Profit sharing plans '»3W

$ 6.131 $ 2.302
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15. Income Taxes

Cerro-Marmon will be included in the consolidated federal income tax return of GL. Prior to
February 25, 1976, Mormon was included in GL's consolidated federal income tax return. Pursuant
to a formal tax sharing agreement with GL, federal income taxes of Cerro-Marmon will be
determined, in general, as if the former Cerro affiliated tax group and the former Mormon
affiliated tax group each filed separate consolidated tax returns. Prior to February 25, 1976,
federal income taxes of Mormon were determined, in general, as if Mormon and its domestic
subsidiaries filed a separate consolidated federal income tax return. Federal income taxes so
determined are to be paid periodically to GL except that (I) the former Cerro affiliated tax group
shall not be required to make any tax sharing payments during any taxable period in which Cerro-
Marmon has not currently paid all prescribed dividends or made sinking fund payments on its Series
A preferred stock and (2) during all other taxable periods the former Cerro affiliated group shall
retain, without restriction, 50% of any tax sharing payments that would be due to any member of
the GL affiliated group. No income taxes are payable to GL by the former Cerro affiliated group
for 1976. As a member of the GL consolidated federal income tax group, Cerro-Marmon (and
Mormon prior to February 25, 1976) is contingently liable for the federal income taxes of the other
members of the group. GL has indemnified Cerro-Marmon (and Mormon) for any federal income
taxes attributable to other members of the group.

Federal income taxes accrued but not yet paid to GL and payments to GL in excess of
amounts accrued are included in "Income taxes" and as "Refundable income taxes", respectively, in
the consolidated balance sheet. Interest at 115% of the prime rate of a specified bank is paid or
received on differences between payments made and payments due. The amount shown as "Income
taxes" in the December 31, 1976 consolidated balance sheet includes $1,108,000 of deferred income
taxes.

Examinations by the Internal Revenue Service (Service) of Cerro's federal income tax returns
for the years 1965 through 1971 have been substantially completed and additional liabilities have
been proposed by the Service. The Service is in the initial stages of an examination of Cerro's
federal income tax returns for the years 1972 through 1974 and has not progressed sufficiently to
form any conclusions relating to matters reflected in such returns. Cerro's returns include the
effects of complex transactions among which is the 1974 expropriation of Cerro's subsidiary, Cerro
de Pasco (C de P), discussed below.

On January I, 1974, C de P was expropriated by the Peruvian government resulting in a loss
of $135,000,000 which was reflected in Cerro's federal income tax return for 1974. On January 22,
1974, the Service advised Cerro by a private ruling letter that it considered the 1974 C de P
expropriation loss to have resulted from a compulsory or involuntary conversion of the stock of C
de P and that the loss qualified as an ordinary loss which could be carried over and applied against
the Cerro affiliated group income for as long as ten years to the extent not utilized during the
taxable year in which it arose. By letter dated May 12, 1976, the Service advised Cerro-Marmon
that the January 22, 1974 ruling letter was being retroactively revoked with respect to the
conclusion that the loss was an involuntary conversion of the stock of C de P and held that the
transaction will be treated as an expropriation of assets. During the course of the current
examination of Cerro's federal income tax returns, the Service has insisted upon physically
examining the books and records of C de P in Peru in order to verify the basis of C de P's assets.
To date the Service has not received permission from the Government of Peru to conduct the
examination in Peru. Nevertheless, present management believes that the adjusted basis of C de
P's assets ultimately can be established.

Income to be reported for income tax purposes for 1976 includes approximately $50,000,000
from advanced payments received on copper sales. Certain prior returns of Cerro included amounts
from similar sales. For income tax purposes, but not for financial reporting purposes, such
payments are reported as sales in the year of receipt while the related cost of sales is reported at
the time of delivery, which as to the 1976 sale occurred in January 1977. Generally, to the extent
that the cost of copper sales reported at time of delivery is not offset by taxable income in the
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same year, a net operating loss will result which may (within certain limitations) be carried back
and then, to the extent unused by carryback, carried forward against income of future years.
Advance payment transactions, like other business transactions, are subject to examination by the
Service. These transactions and any future advance payment transactions could influence the
possibilities of ultimate realization of the future tax benefits available as well as the timing of
such realization.

On the basis of presently known information, Cerro-Marmon management, who were not part
of Cerro management in 1974 or prior years, believe (I) that adequate provision has been made for
additional liabilities that may be assessed for the years 1965 through 1971, (2) that no significant
change will be made in Cerro's federal income tax position for the periods subsequent to 1971 from
that reflected on Cerro's income tax returns for such periods, and (3) that the federal income tax
benefits available to Cerro-Marmon from prior losses of Cerro, which are in excess of $25,000,000
at December 31, 1976, will be realized. However, as a result of the uncertainties raised by the
retroactive revocation of the January 22, 1974 ruling letter, the present inability to obtain
permission from the Government of Peru for the Service to travel to Peru and the matters
discussed in Note 3, conservative accounting practice dictates that recognition of the income tax
benefits of the prior Cerro losses be deferred until all significant matters relating to Cerro's prior
year income tax position are resolved. See Note 3 as to Cerro-Marmon's accounting for the income
tax benefits of Cerro's prior losses when such benefits are realized.

Income tax provisions consist of the following:
1976 1975

United States:
Current $ 13,096 $ 10,331
Deferred 3,089 805
Provision in lieu of income taxes 7,397 65

Foreign:
Current 162
Deferred 720 355

State and other:
Current 3,424 1,489
Deferred 1.663

$ 29,551 $ 13,045

«

The provisions shown above include the following amounts allocated to the discontinued
trucking business.

1976 1975

Relating to Mormon's equity in the net income of Cerro's
trucking subsidiary prior to February 25, 1976 $ 25 $ 190

Relating to the trucking subsidiary subsequent to
February 24, 1976 1.476

$ 1,501 $ 190

The income tax effects of significant items which resulted in effective tax rates of 42.6% in
1976 and 52% in 1975 on reported income before income taxes, equity in net income of Cerro and
income of discontinued business are detailed below:
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1976 1975

Theoretical federal income taxes (at 48%) on reported
income $ 31,600 $ 11,863

Increase (reduction) resulting from:
Excess of tax depreciation over financial statement

depreciation* (1,747)
Excess of tax depletion (percentage depletion basis)

over financial statement depletion* (964)
Excess of financial statement gains on asset

dispositions over tax basis amounts* (2,417)
State and other income taxes less federal income tax

benefits 2,645 774
Investment tax credits (902) (526)
Taxes on Mormon's equity in net income prior to

February 25, 1976 from continuing
operations of Cerro 103 748

Other - net (268) (4)

Income taxes reported $ 28,050 $ 12,855

* The acquisition of Cerro was a non-taxable transaction and the income tax basis of
Cerro's assets became Cerro-Marmon's income tax basis. Such tax basis exceeds the financial
statement basis of certain property, plant and equipment and investments after the allocation
of the purchase cost of Cerro (Note 2). This results in an excess of tax basis depreciation and
depletion over the financial statement amounts and greater gains or lesser losses on
disposition of these assets for financial statement purposes than for income tax purposes.

The effective income tax rate of 31.4% on income of the discontinued business subsequent to
February 24, 1976 is less than 48% due principally to investment tax credits ($190,000), the excess
of tax over financial statement depreciation ($582,000) and the excess of financial statement gains
on property dispositions over the tax amount ($211,000). Federal income taxes were provided at an
effective rate of 7.2% on Mormon's equity in the net earnings of Cerro's trucking subsidiary prior to
February 25, 1976 (Note 4E).

With the exception of $3,015,000 of deferred federal income taxes provided in 1976 on certain
metal trading gains and $628,000 of deferred federal income taxes provided in 1975 applicable to
the equity in the undistributed net income of Cerro, deferred federal income taxes applicable to
each other type of difference are less than 5% of theoretical federal income taxes in each year.
Provisions for federal income taxes are expected to exceed income taxes payable in the three years
subsequent to 1976 due to the availability of prior Cerro losses.

16. Litigation

(A) Cerro-Marmon is subject to the possible effects of various class action and
derivative litigation commenced against several defendants, including GL, Cerro and Mormon
in 1975 and 1976 relating principally to the termination agreement made with a former
chairman of the board of directors of Cerro and the purchase of Cerro stock by Mormon and
GL in 1974 and the subsequent merger of Cerro into Cerro-Marmon. These actions allege
violations of the anti-fraud provisions of the federal securities laws and common law and
derivative claims and various wrongdoings on the part of the various defendants and request
various reliefs.

In April 1976, the parties involved in the actions agreed to two stipulations of settlement
whereby (I) with respect to the class actions, GL is to pay for the benefit of the defined
plaintiff classes (former Cerro common shareholders) up to $2,336,000 for settlement of the
actions, plaintiffs' counsels' fees and expenses and other costs and (2) with respect to the
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derivative actions, certain of the defendants, other than Cerro-Marmon, are to pay to Cerro-
Marmon $750,000 (including amounts to be paid for plaintiffs' counsels' fees and expenses) for
settlement of the derivative claims. Further, Cerro-Marmon has agreed that any recovery
from the above described derivative actions will be applied to the regular dividends on the
$2.25 Cumulative Series A Preferred Stock. The trial court approved the settlement terms of
both the class actions and the derivative actions on January 10, 1977 and the derivative and
class actions were dismissed. On February 7, 1977, a notice of appeal was filed with respect
to the dismissal of the class action only. No appeal was taken with respect to the derivative
actions and these actions have been disposed of; payment of the monies involved is expected
to occur in the second quarter of 1977. The amount to be paid by GL pursuant to the class
actions has been reflected in the 1976 Cerro-Marmon consolidated financial statements as a
contribution to capital and as additional cost of Cerro stock acquired.

(B) In February 1976 another class action relating to the merger of Cerro into Cerro-
Marmon was filed in New York State Court against several defendants including Mormon,
Cerro and Cerro-Marmon. This action is based on several alleged causes of action, and asks
that there be an injunction against a merger between Cerro and Cerro-Marmon that will
divest the public shareholders from a residual equity position, or on terms other than as are
presented to the court and determined by it to be fair, and for costs including attorneys' fees
to the plaintiffs. In February 1976 the injunction to stay the merger was denied; this denial
has been appealed. An action, substantially similar in all respects to the February 1976
action discussed above, except that it also alleges violation of the anti-fraud provision of
federal securities law, was subsequently filed in Federal Court in New York. When the
aforementioned appeal of the approval of the settlement and the class action dismissal is
resolved, these cases will be disposed of in accordance with the resolution of the appeal.

In the opinion of counsel, the appeal of the dismissal of the class actions referred to in
(A) above will not be sustained and the litigation referred to in (A) and (B) above will be
settled on the basis described.

(C) As part of the business combination between GL, Mormon, Cerro and Cerro-Marmon,
and specifically the merger of Cerro into Cerro-Marmon, 64,245 shares dissented as to said
merger and are involved in a dissenting shareholders' appraisal proceeding which is currently
pending in a New York State court. The sole issue to be determined in this proceeding is the
price per share to be paid to the dissenting shareholders, and it is not expected that the
decision rendered in this proceeding will have a materially adverse affect upon Cerro-
Marmon.

(D) In September 1975 an action was commenced in the Supreme Court of the State of
New York which alleges that certain defendants including GL, Mormon and Cerro owe the
plaintiff a finder's fee of $750,000 by reason of an alleged agreement to pay a finder's fee
equal to the reasonable value of the plaintiff's services upon the ocqusition of control of any
business entity. The complaint also alleges that Cerro impliedly agreed to pay the plaintiff
such a finder's fee and seeks damages against Cerro in the amount of $750,000. This case has
been dismissed in New York and refiled in the Federal Court in Illinois. The matter is
currently pending. The outcome will not have a material effect on the consolidated financial
statements of Cerro-Mormon.

17. Capitol Stock

The authorized capital stock of Cerro-Marmon consists of 10,000,000 shares of $1 par value
preferred stock and 10,000,000 shares of $1 par value common stock.
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Preferred -

Shares issuable, February 2k, 1976 4,324,970
Less - Shares surrendered for cash at $19 per share 1,668

Shares in dissent seeking appraisal rights 64.245

Shares issued and outstanding at December 31, 1976
(including 141,769 shares held in trust for unlocated
shareholders) 4,259,057

These shares, designated "$2.25 Cumulative Series A Preferred Stock", became issuable under
the terms of the merger agreement dated January 15, 1976. The preferred shares are entitled to
dividends at the annual rate of $2.25 per share on a cumulative basis, a liquidation preference of
$22 per share plus accrued dividends, and one vote per share. All or part of the Series A stock may
be redeemed by Cerro-Marmon on or after April I, 1981 at $22 per share plus accrued dividends.
Commencing in 1982, 6-2/3% of the Series A shares issued are to be redeemed annually until all
such shares are redeemed or acquired by Cerro-Marmon. Pursuant to the terms of the settlement
of certain litigation (Note 16), the annual dividend rate on the Series A stock will be increased to
$2.35 per share beginning in 1981.

The amount shown in the consolidated statement of income for the year ended December 31,
1976 as income applicable to preferred stock consists of $8,136,000 of dividends and $873,000, f.or
the accrual of the excess of the redemption value over the value assigned to the Series A Preferred
Stock, both for the period February 25, 1976 through December 31, 1976.

Common -

At December 31, 1976, 5,000,000 shares of common stock were issued and outstanding
(entitled to four votes per share). Pursuant to the terms of the proposed settlement of certain
litigation (Note 16), no payments can be made with respect to the common stock until consolidated
shareholders' equity is $10,000,000 greater than such equity on February 2ft, 1976. See Note 12 for.
restrictions on dividends under terms of the debt agreements. -•&

18. Material Transactions with Affiliates •

Significant amounts relating to transactions with affiliates during 1976 are as follows:

Management fee income $ 394 ,-.,_
Interest income 292 -
Brokerage expense (coal sales) 819
Rental expense 443
Insurance premium expense 389

Amounts of sales to or purchases from affiliates and amounts of receivables from or payables
to affiliates, other than amounts shown separately in the consolidated financial statements and
income tax amounts (Note 15), are not material. See Note 9 with respect to related party trans-
actions of the real estate subsidiaries.

19. Events Subsequent to December 31. 1976

On January 26, 1977 Hammond Corporation (Hammond) merged into Newham, Inc. (Newham),
a newly created wholly-owned subsidiary of Cerro-Marmon, pursuant to a vote of shareholders on
such date, approving an Agreement of Merger dated December 20, 1976. Prior to January 26, 1977
GL owned approximately 48% of Hammond's outstanding common stock. Such stock was acquired
principally in 1973 and 1974.
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On January 26, 1977 GL contributed its shares of Hammond to the capital of Cerro-Marmon
who contributed these shares to Newham. Cerro-Marmon paid $200,000 to Newham for all of
Newham's issued and outstanding common shares. Cerro-Marmon also contributed $17,611,000 cash
to the capital of Newham, which acquired, through a cash merger, all of the outstanding common
stock of Hammond (held by persons other than Newham) for $7.75 per share and all of the
outstanding preferred stock of Hammond for $75 per share. The shares of common stock of
Hammond held by Newham and shares held in Hammond's treasury were cancelled. Newham, the
surviving corporation, then changed its name to Hammond Corporation.

This transaction will be accounted for by Cerro-Marmon as a purchase. Accordingly, the net
assets of the businesses formerly conducted by Hammond that are to be included in the
consolidated balance sheet of Cerro-Marmon will be adjusted to reflect the allocations of purchase
cost to Hammond's net assets. The carrying value of such net assets in Hammond's balance sheet
exceeded Cerro-Marmon's cost of Hammond's net assets at January 31, 1977 (unaudited) by
approximately $3,500,000.

Had the acquisition of Hammond taken place on January I, 1976, the consolidated net sales
and net income of Cerro-Marmon for the year ended December 31, 1976, on an unaudited pro forma
basis, would have been increased by approximately $127,000,000 and $4,000,000, respectively, after
giving effect to a preliminary allocation of Cerro-Marmon's purchase cost of Hammond and to
interest on the funds used in the purchase.

On March 31, 1977 a party claiming to be a former common shareholder of Hammond filed
what is purported to be a class action against Hammond, Newham, GL and certain of the Cerro-
Marmon directors, as well as Cerro-Marmon, alleging certain federal securities law violations,
common law fraud and violation of fiduciary duties. The complaint and the allegations contained
therein are currently being reviewed, but in the opinion of counsel the complaint is without merit
and any decision rendered with respect to this proceeding will not have a materially adverse affect
upon Cerro-Marmon.

Subsequent to December 31, 1976, Cerro-Marmon negotiated the termination of long-term
employment and other related contracts with certain officers of a subsidiary at an estimated cost,
before related income taxes, of approximately $4,000,000.
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20. Quarterly Data (unaudited)

1976 Quarter Ended
Mar. 31 June 30 Sept. 30 Dec. 31

Sales:
As previously reported $ 203,496 $250,067 $249,309
As restated 194,662 221,188 214,103 $209,192

Cost of sales:
As previously reported 178,562 207,703 204,912
As restated 170,914 183,973 172,181 176,447

Income before income taxes, equity in net
income of Cerro and discontinued
business:

As previously reported 12,394 22,630 23,771
As restated 11,715 19,190 23,163 11,765

Income from continuing operations:
As previously reported 7,906 11,621 12,666
As restated 8,159 11,014 13,294 6,752

Net income:
As previously reported 7,906 11,621 12,666
As restated 8,878 12,193 14,479 7,209

The restated amounts shown above reflect restatements for (I) amounts applicable to "the
trucking subsidiary classified as a discontinued operation in the fourth quarter, (2) reclassifications
to cost of sales of certain amounts improperly included in revenues in the first three quarters,
(3) adjustments to reflect the effects of changes in purchase cost allocations from the initial
tentative allocations made in the first quarter and (4) retroactive reflection of certain inventory
adjustments determined in the fourth quarter that were applicable to prior quarters.

21. Replacement Cost Data (unaudited)

Pursuant to a rule of the Securities and Exchange Commission, Cerro-Marmon's annual report
on Form 10-K discloses quantitative information with respect to the estimated replacement cost of
inventories and productive capacity at December 31, 1976 and the related estimated amounts of
cost of sales and depreciation expense on a replacement cost basis for the year then ended. A copy
of Cerro-Marmon's annual report on Form 10-K is available upon request.

Cerro-Marmon's reported operating results are significantly affected by the lower
depreciation expense which results, in part, from the allocation of Cerro-Marmon's purchase cost to
Cerro's net assets. The replacement of Cerro-Marmon's productive capacity would require a
substantially greater capital investment than was required to acquire the existing productive
capacity and, consequently, a substantially greater depreciation expense.

In the opinion of management, the replacement cost data contained in its 1976 Form 10-K is
of little analytic value since the data does not necessarily reflect management's intentions as to
replacement; additionally, the data necessarily involves highly subjective assumptions and
judgments and does not address financing and operating cost considerations which would influence
ultimate replacement decisions.

LS 000817

3 2 _ . . . . - - .
r~ ~~

MARGRP CDAdm-1108



CERRO-MARMON CORPORATION

FIVE YEAR SUMMARY OF OPERATIONS '(Note 2)
(In thousands of d o l l a r s ) "

The following summary of operations consists of (1) the consolidated
statement of income of Marmon (Cerro-Marmon's accounting predecessor com-
pany) and all subsidiaries, including Marmon's 45.33% interest in Cerro
accounted for on an equity basis for periods prior to February 25, 1976,
and (2) the consolidated statement of Cerro-Marmon and all significant
subsidiaries, except the real estate subsidiaries and the trucking subsid-
iary which is to be sold, for the period commencing February 25, 1976.
This statement should be read in conjunction with the consolidated state-
ments of Cerro-Marmon and the Certified Public Accountants' report with
respect thereto, which is qualified as set forth therein, and the pro
forma summary of income contained elsewhere in this annual report to
shareholders.

1976 1975 1974 1973 1972

f

Revenues $839,145 $271,108 $269,135 $189,223 $152,554
Costs and expenses:
Cost of sales 703,515 217,790 212,627 150,108 122,397
Selling and adminis-

trative 58,455 26,580 23,421 19,037 16,668
Interest 11,342 8,024 5,314 723 850

773,312 252,394 241,362 169,868 139,915
Income before amounts
shown below 65,833 24,714 27,773 19,355 12,639

Income taxes (Note 15) 28,050 12,855 14,227 9,879 6,200
Income before equity

in net income of Cerro
Corporation and dis-
continued business 37,783 11,859 13,546 9,476 6,439

Equity in net income
of Cerro Corporation
(Note 7) 1,436 10,384 3,180

Income from continuing
operations 39,219 22,243 16,726 9,476 6,439

Income of discontinued
business less income
taxes (Note 8) 3,540 2,460 1,032

Net income 42,759 24,703 17,758 9,476 6,439

Net income applicable
to preferred stock
(Note 17) (9,009)

Net income applicable
to common stock $ 33,750 $ 24,703 $ 17,758 $ 9,476 $ 6,439

Note references are to Notes to Consolidated Financial Statements.
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Lines of business information - historical (unaudited)^

The following table sets forth the historical amounts of sales
and income before income taxes from the continuing operations of Marmon
for all periods prior to February 25, 1976 and Cerro-Marmon's amounts
for the period from February 25, 1976 to December 31, 1976, adjusted to
give effect to the merger of Cerro into Cerro-Marmon on February 24, 1976.
This table should be read in conjunction with the pro forma statements
and Managements' Discussion and Analysis of Results of Operations con-
tained in this annual report to shareholders:

1976 1975 1974 1973 1972

Sales:
Manufacturing -
Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Total Manufacturing

Metal trading (1)
Coal mining (1)
All other

Income from Continuing
Operations:
Manufacturing -
Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Metal trading (1)
Coal mining (1)
All other (2)

(In millions of dollars)

$180.0 $ 88.9 $105.9 $ 69.5 $ 46.1
102.0
95.0
92.3
69.0
28.3

76.2
77.2
20.8

75.0
46.6
32.1

52.1
27.6
31.0

43.2
24.8
31.3

566.6 263.1 259.6 180.2 145.4
176.6
75.2

9.8 12.4 8.0 8.1 6.2

$828.2 $275.5 $267.6 $188.3 $151.6

$ 14.3 $ 5.9 $ 15.2 $ 7.3 $ 3.0
8.7
7.3
9.2

11.9
5.9

7.8
15.8

2.2

6.3
7.4
2.7

6.4
2.8
3.4

4.3
2.8
2.8

57.3

6.0
11.7
(9.2)

31.7 31.6

(7.0) (3.8)

19.9

(.5)

12.9

(.3)

$ 6.5̂8... $ 24.7 $ 27.8 $ 19.4 $ 12.6

1. On February 24, 1976 Cerro-Marmon acquired Cerro, which businesses
comprise all, or a major portion, of these lines of business. For infor-
mation with respect to the discontinued trucking operations and real
estate operations, see Notes 8 and 9 to Notes to Consolidated Financial
Statements.

2. Includes interest and dividend income, gains or losses on
temporary investments, residual amounts of unallocated or over-allocated
corporate administrative expenses, interest expense, other than interest
expense directly attributable to metal trading, and miscellaneous other
amounts not attributable to a specific line of business.
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CERRO-MARMON CORPORATION

PRO FORMA STATEMENT OF INCOME
(In thousands of dollars)

(UNAUDITED)

Years Ended December 31,
(Notes A and B)

Revenues:
Sales
Miscellaneous - net

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income of continuing operations before
income taxes

Income taxes

Income of continuing operations

Income of discontinued trucking business,
less income taxes

Net income

1976

$908,390
12,933

921,323

772,311
63,412
12,738

848,461

1975

$753,837
13,494

767,331

622,657
62,685
16,522

701,864

72,862

31,238

41,624

3,586

$ 45,210

65,467

30,297

35,170

3,428

$ 38,598

See accompanying notes.
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Lines of business information - pro forma (unaudited)

Years ended December 31,
_. 1976 1975"

(In millions of dollars)

Sales:
Manufac tur ing -

Pipe and tubing (1)
W i r e and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Total Manufac tur ing
Metal trading (1)
Coal mining (1)
All other

Income from Continuing Operations;
Manufacturing -

Pipe and tubing (1)
Wire and cable (1)
Metal products (1)
Automotive products
Mining equipment
Building products

Metal trading (1)
Coal mining (1)
All other (2)

194.8
118.0
113.1
92.3
69.0
28.3

615.5

198.0
85.2
9.7

$ 908.4

15.2
8.5

10.1
9.2

11.9
5.9

60.8

6.1
13.5
(7.5)

72.9

$ 147.0
115.8

76.7
76 .2
77.2
20.8

513.7

148.5
80.0
11.6

$ 753.8

9.7
19.7
2.8
7.8

15.8
2.2

58.0

3.6
20.8
(16.9)

65.5

(1) On February 24, 1976 Cerro-Marmon acquired Cerro, which businesses
comprise all, or a major portion, of these lines of business. For
information with respect to the discontinued trucking operations
and real estate operations, see Notes 8 and 9 of Notes to Consoli-
dated Financial Statements.

(2) Includes interest and dividend income, gains or losses on temporary
investments/ residual amounts of unallocated or over-allocated
corporate administrative expenses, interest expense, other than
interest expense directly attributable to metal trading, and miscel-
laneous other amounts not attributable to a specific line of busi-
ness.

See accompanying notes.
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NOTES TO UNAUDITED PRO FORMA STATEMENT OF INCOME

AND LINES OF BUSINESS DATA

f

B.

The combination of Cerro and Mormon, as discussed in Note I of Notes to Consolidated
Financial Statements, significantly affects the comparability of the 1976 results of operations
of Cerro-Marmon with the 1975 historical results of operations of Cerro-Marmon's accounting
predecessor company (Mormon). The accompanying pro forma information has been provided
to facilitate a meaningful comparison of the results of operations for the two years. This pro
forma information consists of (I) the combined historical results of Mormon and Cerro for
the year ended December 31, 1975 and the period January I to February 24, 1976, adjusted to
give effect to the allocation of Cerro-Marmon's purchase cost of Cerro to Cerro's net assets
as if the merger and acquisition of Cerro had been completed on January I, 1975, and (2) the
historical results of Cerro-Marmon for the period February 25 to December 31, 1976. This
information should be read in conjunction with the consolidated financial statements of
Cerro-Marmon and related notes.

The reconciliation of historical revenues and net income to pro forma amounts follows.
The amounts shown for Cerro-Marmon consist of amounts applicable to Mormon prior to
February 25, 1976 and to Cerro-Marmon subsequent thereto. The amounts shown for Cerro
and the related pro forma adjustments apply only to periods prior to February 25, 1976.

Revenue:

Cerro-Marmon
Cerro

Combined

Add (deduct) pro forma adjustments:

Real estate subsidiaries
Discontinued trucking subsidiary
Other - net

Cerro-Marmon pro forma revenues

Years ended December 31,
[ 9 7 6 T 9 7 5

$839,145
101.971

$277,108
614.107

941,116 891,215

(6,816) (49,077)
(13,004) (75,258)

27 451

$921.323 $767.331

Net income:

Cerro-Marmon
Cerro

Combined

Add (deduct) pro forma adjustments:

Mormon's equity in Cerro net income less
income taxes thereon

Net loss of Cerro's real estate subsidiaries
Reduction in Cerro's depreciation and depletion
Other - net

Cerro-Marmon pro forma net income

$ 42,759 $ 24,703
2.033 (2.410)

44,792 22,293

(1,655) (12,096)
779 21,187

1,304 6,517
QO) 697

$ 45.210 $ 38.598
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MANAGEMENT'S DISCUSSION AND ANALYSIS

OF RESULTS OF OPERATIONS

The following comments relate to the preceding pro forma statement of income and lines of
business data. For 1976, Cerro-Marmon had pro forma income from continuing operations before
income taxes of $72.9 million, an increase of I 1% from the $65.5 million in 1975. Pro forma sales
for 1976 were $908.4 million compared to $753.8 million in 1975, an increase of 21%. Changes
between 1975 and 1976 in pro forma sales and income from continuing operations before income
taxes for each product line are discussed below.

Pipe and Tubing

The year 1976 compared to 1975 shows significant improvements with an increase of 33% in
sales and 57% in income. These improvements reflect the effect of a strike at a major plant in
1975 and, as to income only, the results of a cost reduction program initiated during the later part
of 1975. General economic conditions effecting pipe and tubing customers also began to improve in
the latter half of 1975 resulting in higher sales and income. Reductions in metal prices in the
fourth quarter of 1976, while causing reduced dollar sales, had no significant effect on income.

Wire and Cable

While sales increased 2% over 1975, income declined to less than half of the 1975 level.
These results reflect severe price competition in 1976, due to reduced product demand in- the
construction and capital goods markets and the upward trend in the prices of copper and other
related product costs during most of 1976. Declines in copper prices in the fourth quarter of 1976,
requiring significant write-downs of inventory to market values, resulted in a loss in that quarter.

Metal products

Substantial improvements in sales and income over the prior year reflect the effect of a
strike at a major plant in 1975. Sales increased from $76.7 million in 1975 to $113.1 million in 1976
while income increased from $2.8 million to $10.1 million. Basic metal and product pricing
improved throughout most of 1976 compared to the depressed levels of 1975 although a decline in
copper prices in the fourth quarter resulted in significantly reduced income for the quarter due to
inventory write-downs to market values.

Automotive products

Due to direct association with the automotive industry, which had higher activity in 1976,
sales and income of this line increased approximately 20%.

Mining equipment

This operation experienced declines in both sales and income in 1976 resulting from a
slowdown in demand for coal mining equipment from the abnormally high 1975 level. Sales of $69
million decreased 11% from I975's $77.2 million and income declined 25% to $11.9 million from
I975's $15.8 million reflecting the effect of reduced demand on selling prices and margins. New
orders for mining equipment started to decline in late 1975 and continued to decline through 1976.

Building products

Sales and income for this line set on all-time record. Sales increased 36% over 1975 and
income more than doubled. These results reflect the demand created by increased remodeling and
refurbishing of retail stores by major customers.

LS 000823
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Metal trading

World-wide metal trading activities showed a sales increase of 33% over 1975 and a 69%
improvement in income. The increased market activity in 1976 provided more opportunities for
profitable trading. Lower interest costs on the financing of inventories and increased agency and
special sale activities all contributed to improved operations.

Coal mining

Coal mining operations had improved dollar volume sales due to increased tonnage shipped but
reduced earnings principally because of lower selling prices and margins on spot market sales.

All other

The reduction in the 1976 charge to income shown as "All other" from the 1975 charge is due
principally to the elimination of the costs of duplicate corporate functions and the expenses
associated with the 1975 relocation of Cerro's corporate offices from New York to Chicago and to
reduced interest charges in 1976 resulting from debt reductions and lower interest rates.

Income taxes

The reduction in the effective pro forma income tax rate attributable to pro forma income of
continuing operations, from 46.2% in 1975 to 42.9% in 1976, is due principally to 1976 disposals of
assets with higher income tax bases than financial statement bases.

Fourth quarter 1976

Sales in the fourth quarter of 1976 declined approximately $5,000,000 or 3% from the third
quarter 1976 level, as restated, and income from continuing operations after income taxes declined
from $13,294,000 in the third quarter to $6,752,000 in the fourth quarter. These declines resulted
from the write-downs of inventories to market values to reflect reductions in copper prices in the
fourth quarter, the normal seasonal reduction in building product sales and income, a further
decline in mining equipment sales and income from earlier levels and reduced sales and income
from coal mining operations.

LS 000824
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Directors and Officers

Robert H. Cutler Chairman, Illinois-California Express, Inc.,
a subsidiary of Cerro-Marmon Corporation

Thomas F. Githens* Senior Vice President and Director
Smith Barney, Harris Upham & Co., Inc.
(investment banking)

Robert C. Gluth Executive Vice President
Cerro-Marmon Corporation

Lewis B. Harder* Chairman (Chief Executive Officer)
•International Mining Corporation
(mining and marine terminal operations)

George A. Jones Executive Vice President
Cerro-Marmon Corporation

G. Willing Pepper* Chairman of the Board
The Institute for Cancer Research
(non-profit research organization)

Jay A. Pritzker Chairman of the Boord
Cerro-Marmon Corporation

Robert A. Pritzker President
Cerro-Marmon Corporation

Alan Wolf ley Chairman of the Boord
Inconcoal Corporation
(coal trading)

Frederick J. Manning Treasurer
Cerro-Marmon Corporation

Thomas L. Seifert Secretary and Legal Counsel
Cerro-Marmon Corporation

John Spevacek C~.~ Controller
Cerro-Marmon Corporation

* Members of Cerro-Marmon's audit committee.
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F'J •.<.-! n-Q

•M.r.:̂ l-MA' R:".t--J^i: •J-:-:Dn;:<. -S.-;-:TiOH i.j OR 13 (cl) OF T'.Ki

-.To'ji!'--1. r ;.'!. i.-:j iv<o.i!\v^:/: .fv: •''.' o1.-" 133-1

To: j-.:.;-:c:.- r.'.û -J J'J/l-? _l̂ ./_-kl?JJ __ Co:;rni-JS.ion File dumber .1-723.5

. ___________________________
i.n its chacbec)

___ Delai7-ir.e _____________________________________ 52-104-5483 _____
("•Jt'VTb* 01: otho'r ju-Jisdi^Qo-.-i OL: fi-R-S. Smployor
Incorporation oc ocqap.i nation} Identicicabion No.)

________ 6_p_6.p_3
" (".-•; T:i L'Vc; ~, "o £ ptiacipal oxcouci-vi ofiriceo) (Zip code)

P.::-.;ii.-;tL-ap.b ' a telephone number, incluclino area qocSe (312) 372-3500

_ _ _ _ . . . . .
?OL'in-jc na;ni, formic -i.:I;iL''iS3 .:;n:J formic Ciscci.1 year, if chaugaci
oi:ica l^st rooocfc.

Indicate ^>y check ;:iark whether the recjis'ciranL (1) has Eilod all
repoirbs required to ba filed by Section 13 oc 15 (d) of tha Securibies
E:<chf-n;j2 Act of 133-1 during the preceding 12 months (or for such
s iv.j '.- 1 e r p-Btiocl that the registrant :.-/as required to file such raports),
an.u (2) han been subject to such riling requirements for the pant 90
d.ays.

Yes x No __

InJ'icata- the nurnb^i of sharj.=5 outstanding of each of the issuer's
clacj.-;-.--. of co.xmon stock, ar. of thi ^lose oC the period covered by
thi--: c-2'porc.

•j, 000, 000 snares of Common 3tcc!; wsta issued and outstanding
as -at Jons 30, 1975.
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_ _ _ _
(U'rTo • j . - j i tod)

June .TO, 1375
(In thouSoo-.-i's oC eoll.-i!:<:0

Cur ••/out As;:. ;L 3 :
C.o :•:.; i
M a i r k f : tcibls s ecu r i t i e s , l^as ..-illov/anco of $ 2 , 2 - 1 2
Rcc-'.-ivablea/ less allowance of $3,001
Iiw-i.ifcori.es (No to 'i)
Ot-her c u r r e n t assets

Total C u r r e n t Assets

Notes JUG f u o m Chilc-
Roal estate suhsidi-ar ics (Notos 3 an-:i 5)
Pro\)?\: ty / plant and equ ipment , less acciiiaulatoci

depreciat ion of $32 ,229
Other usssts

LIABILITIES WO STOCKHOLDERS1 EQUITY

Current Liabilities:
Notes payable;
Current -iLat-Jcities of long-ter/n obligations
Accounts payable
Inco.ae tax«s (Note 5)
Accrued liabilities

Total Current Liabilities

Long-term debt (Note 7)
Lease-purchase obligations (;sV>te 7)
Other noncurrent amounts

and contingent liabilities
and 8)

$ 2 7 , 8 6 5
1 7 „ 2 4 3

12T, L51
17 i , O L J

9 ,S55

355,140

4 , 3 2 3
1,438

127 ,447
14,703

§ 504,051

13,322
15,233
57,663
20,073
38,224

149,520

115,995
17,490
10,811

Stockholders' Equity: (Notss 7 and 9)
Pr-,2Cocred stock (liquidation preference and

redemption value of ?^5,i-19j
CoMiiion stock
Other paid-in capital
Retained earnings

Total Stockholders' Equity

293,825

89,906
5,000
10,493
104,827

210,225

$ 504,051

See accompanying condensed notes LS 000828
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: .'.->A r i )••

e-? Moncl-u; Mndgd Ji.-n.; 30, 107 j «nj Is7 5
(In chou'jan-J-j, oc doll

n

H-ai s a IKS
Miscellan-jour, - ne'e

Costs and oxp^rtsas :
Cost of products sold
Selling an<:J administrative
Int.'i/.-nst

Incora-2 befo.ce amounts shown
below

Income ta/.as (Note 6)

Incotne before equity in net
income of Cei-co

Equity in net. income of Cerro

Me1.: income
Net inco:T.2 apolicable to

preferred sLock (Mote 10)

Hiatoc
1975

$246,770
3,649

250,419

203,055
16,118
3,615

227,789

22,630
(11,009)

11,621
-

11,521

(2,557)

:! L- 5 )

ical
_i.L7.l_

$ 72,820
1,113

73,933

53,490
6,974
U.9_19_

67,413

6,520
(3,487)

3,033
2,524

5,557

-

Pro ?or,T;2
_19_7_5_

$130,152
4,401

184,563

147,907
1-9,303
ii.0§5

171,295

13,268
(4,987)

8,281
-

8,281

(2,557)
t incora-J applicable to
common stock $ 9_j_p_6_4 $ 5,557 $ 5,724

See accompanying condensed notes.
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;-:COM:-: (»JTLV.-:S l, 2 ;•.,;:: j..

Six Months Sridocl. JLJ. .K- 3D, 197'J and 1.07;>
(In t n o 11 s v-i -.-! •.'! s; -.1 r. d o L L .;i c a)

HLsboc lea I
T'JT'5 " " "

Revenues :
Nat sales
Miscellaneous - net

Costs and e:::v2nsc3:
Co.st o£ pcoduc t j sold
Selling and a d m i n i s t r a t i v e
In te res t

Income before amounts shown
below

Income taxes (Note 6)

Income before equity in net
income of Cerro

Equity in net income of Cerro

Net income
Met income applicable to

preferred stock (Note 10)
Net income applicable to

common stock

$443.. 702 $133,93-5
4 , 8 _ u L l»Jti

-T'AlUlil! 1-U, 2"a5

336,265 110,972
26 ,483 13,307

5,786 4,170

_4_13_,_5_3_9 128,9-19

35 ,024 12,33S
79_) ( 6 ,609)

5,727
5,31^

11,546

17,745
_JL»_?,-3_?_

19,527

, 558)

P c o Fo r.-;.
19 7 5 197-5

$540 ,770 $ 4 2 1 , 7 6 2
7,l_i_6, ll»_22p

547"/835 432,982

465,951 353,974
32.-370 35,923
7,277 8,550

505,593 390,417

42,288 33,535
(20,701) (14,806;

21,5G7 ... 18,649

$ l L , 5 4 b

21,587 18,649

<5_'_yLi) (5,114]

$ 16,473 $" 13,535

See accompanying condensed notes.
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CO-.: j^
1..

( U f i r-H.i i teo;

Six : - i - ) n t h 3 ^n.lecl J u n g 30, 1975
(Li iihou^TK.'s oC c io l l / t c s )

S.M.I rccsi o£ wo ••:;•; i ;-n.j capital:
To ':. o. 1 pro:.' i.'jod by operation.-
;--_v:j^-i: o/: Cor co a" February

1076 (ivoLvo 3) -
toc't is.su

Mormon '= basis in 45.331 of Cocro
p. debt

Other - ns

I..3.S3 cos'c assigned to
assets

Tot.al provided by jc.ergec of Cerro

Proceeds from long-term obi iqat ions

Dacirsasa in Chilean notes

ri.l v/ocking capital provided

Di^oor.i. t ions of working capital:
Additions to property, plant and

.
Reduction in long-terra obligations

(Note 7)
Increase in other assets
Payment of dividends
Other - net

working capital used

39,743
00,023
89,252
12,815
271,833

107,018

$ 10,317

33,351
3,884
3,395
3,757

23,601

164,820

1,325

9,203

204,034

59,704

Increase In v/ocking capital
Woricing capital at January i,

VvoL-:<ing capital at Juno 30, 1975

!4.i,330
62,290

$ 206,620

See accompanyinc condensed notes.
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CONDSNSISO riOTiS TO THE

The accompanying condensed con solid a tec! financial sestet- ts ,
which are for an interim period, do not includo all disclosures
provide;;! in annual financial ^tutenent;-; . Ref 2i:o;vje 13 made to the
March 3i, 1076 condensed con;;o! idated L inanci-a.l ^t-aternsnts and
related notes thereto include.- in Cer co-Marion ' 3 Fortn 10-Q
foe the period end^d March 3.L, 1975.

1 . Or. qan Lzation

Cerro-Marmon Corporation (Cer ro-Marmon) was incorporated on
November 2L, 1975 and was inactive until February 24, 197o. On
that date (1) Cerro-Marmon issued 5 million common shares
to GL Corporation (GL) for all of the outstanding common shares
of The Harmon Group, Inc. (Michigan) (Mar.non) , in a transaction
accounted for as if it was a pooling of interests, and (2) Cerro-
Marinon issued preferred stock to holders of Cerro Corporation
(Cerro) common stock, other than Harmon, on a shar 3-for-share
basis, and Cerro was merged into Cerro-Marmon in a transaction
accounted for as a purchase (Mote 3) .

2. Basis of the financial statements and consolidation policy

The consolidated financial statements for periods prior to
February 25, 1375 consist of the historical financial statements
of Ma/rmon and all subsidiaries, including Harmon's 45.33%
interest in Cerro accounted for on the equity method.

The consolidated financial statements as of dates and foe
periods subsequent to February 24, 1975 include the accounts
of Cerro-Marmon and all subsidiaries (including the form-sc
Cerro businesses and subsidiaries) except the real estate
subsidiaries (principally Leadership Housing, Inc.) (Leadership)
(r;ec Note 5) and certain immaterial foreign subsidiaries.

The pro forma statements of income consist of (1) the
historic^- statements of Marmon and Cecro for the 1975 periods
and the.jMsriod January 1, 1975 to February 24, 1375, adjusted on
a pro fdraa basis to give effect to the adjustments resulting
from the merger of Cerro into Cerro-Marmon, as if the merger
had been completed on January 1, 1975 and (2) the historical
stataJijants of Cerro-Marmon for the period subsequent to
February 24, 1975.

The accompanying condensed consolidated financial statements
include all adjustments which, in the opinion of management,
are necessary for a fair presentation of the consolidated
financial position, results of operations and changes in financial
position.

LS 000833
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Ef. .'•:::'3 C1-: Iv- A - I \ J - I - J ; :-. I, ].074, î!:;.:o:: ;; ̂ 'J J i ̂  L: ..1 a 'i'3.33% ^7;;if.-
iiii.'?!:-?.;1: in Ce:-.vo, 3i: -.\ tot-al c:o:Jt o>" 5o7,8-I-5,000. On ?obrui-;y
!'./•, 107S, Cor co wa-r. rr.:.:rjcd ini-.:> .':-;.-i;o-Mo T.non (t\'oce I). PucoU-j'v
th.;::••: to,
:-io.;' -..0:1,

coirr.no;1. jtoc'; iol:ier 5 OL Ce-rco, othor c.̂ ,u:i
i-.:a :•:,-- ent i :-.!•? d to c-jc-i-i^fi one 3hare of Cor LO-M-irv.o.i 5P..25

Cu:.-..il'-it i.v-? X3i>c LGS A Procure:."; oc .•);:!; (>iato 9) for each sh.iro
of C::cco coMiv.on 2 toe!:. Tho p.:e(;otced 3h,iLes is^aa'^io weuo
vaiaod by tlio 3oai/d o£ nirsctor.3 of Ci:: ro-Ma;:..non at $20.7ii pec
share, bas.-?-.:l on an estimated fnxr value o£ tho preferred scock
de'v:-2C;.ni "i-^d v.'ivan tho exchange fa'cio was approved by the Board of
Director s of Cftcco.

Ttie a'oovci desccibed transactions have baon accounted foe
as a pui-c'na~& of Cecco by Cer co-Ma crnon. AccoL'dingLy , the
not assets of the businesses foi-mecly conducted by Cecco included
in the consolidated balance sheat of Cer ro-Marrnon reflect
amounts deteriiiineJ after giving effect to a preliminary allocation
on Cerro-Ma::=Tion 'a purchase cost to such net assats. The allocations
of purchaG^ cost to Cerro's n-j;; assets v/ere made as of
August I/ 1374 as to the 45.335 interest in Cecro acquired as
of that ont2 and as of February 24, 1975 as to the 54.67^ Interest
in Carro acquired as of that date. The effect of the purchase ;._
cost allocation was to significantly reduce the amounts at which
Cerco's historical consolidated not assets are included in the ,
Cer co-Ma rmon consolidated balance sheet. THE RESULTS OF SUCH
PR3LCMINARY ALLOCATION ARE SUBJECT TO CHANGS TO REFLECT ADDITIONAL
INl-'Oi^-IATIOM OHTAINIiD AND REALIZATION OF ANY BESKFITS FROM CRRRp'S
PRIOR IHCO;-i;i TAX LOSSES.

Tne purchase cost allocations had the effect oE signiEi-
cantlv increasing the net earnings of Cerro-Harmon. This
effect resulted principally from (1) redactions in depreciation
and a.nor tization relating to the reduced carrying value of
property/ plant and equipment and intangible assets and (2) elimi-
na»-ion of losses from the real estate operations, see Note 5.
SiTH AMOUNTS ARE SUBJECT TO RETROACTIVE ADJUSTMENT TO REPf.KCT
THJJ EFFECTS OP ANY CHANGES MAOE TO THE ALLOCATION OF PURCHASE
COST AND THE EFFECT OF ANY REALIZATION OF BENEFITS FROM
CEKRO'S PRIOR INCOME TAX LOSSES.

For purposes of datecmining Mar .lion's equity in Cerro's
net earnings, losses of real estate subsidiaries were adjusted
to ^flect the effects of the purchase cost allocation to
tMe" investment in Leadership. Thesa adjustments in the six-
months --nd^d June 30, 1375 consisted principally of the elimination
of direct losses from realty sales, inventory wnte-dovms and write
off of goodwill (no such adjustments were required in the period
January 1, 1975 to February 24, 1976). Effective February 25,
1975 all net gains or losses from the real estate subsidise les '
ooe-ations and from intercompany transactions with the real estate
subsidiaries (including income taxes related thereto), for a two-
year period (or appropriate shorter period), will be credited or
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•::K'.i. -j'j-.j - .) .-. :; -j j-'-ii .'-:• :;oj lo.i •;•;-; (\.v.: '.- o; . -This c M a a - • ;••
j.cLitvj^ .i..-K-/-T?u'j.i-J C<;.:L-O -'.!-.: .•.•/.••I'd •::•.>::. 3 o. 1 UU:: 3,1 n^t i -G.J-- ^ ?-.v
the period Februa-y 24, ].-J7o co Ju:v.: 30, ].57b, bv ^o-rjo--- i -•"• = -..•
51,500,000. J '**' ..... "--

The! treatment followed by Marrco.i foe purposes of da I si: min-
ing its equity in Cerro's e.a:n.\ng:s was doe^d appropi.- iac-o
ba^sd on i:i£oL'ui<f\ tion known at uhe tiir.G of: ad op Sill on". Ho-.-^vec,
the present st.^tu1.; of the real e-ital-.a subsi-3ial- ies and the
uncac taint i-33 relating to theic opo;:ai: ions, as disc'visa^vl in
Mote 5, indicate that the trt?at:n?nt adopted by Ĉ -i: co-Marmcn
is more reflective of the pteaent ci re urn stances and will rer.Jlt
in consolidated operating results that are move reflective
of the effects of the purchase of Cerro at an amount substantially
less than Cerro's historical net asset value.

4 . In von toe las

The last-in, first out (LIFOJ cost of inventories (approxi-
mataly 245 of inventories included in the accompanying condensed
consolidated balance sheet) valued under this method was approxi-
mately 527 million less than the approximate current cost
(determined principally on the basis of standard costs) of.
these inventories. It is not practicable to classify inventories
by stage of production.

5. Real estate subsidiaries

Effective April 1, 1976, certain of the assets of Leader-
ship wore transferred to The Housing Group/ Inc< , a newly formed
subsidiary of Cerro-itar.mon. Car ro-Marmon 's investment in these
nonconsolidated real estate subsidiaries is included in the
condensed consolidated balance sheet at Cerro-Marmon 's equity in
the net assets of such subsidiaries, less a reserve for future
losses. Details of such investment at June 30, 1976 follow, in
thousands:

Investment - net $ 36,440
Less reserve for losses 35, 002

Net carrying value $ 1,438

ChartiJlflS; in the reserve Crora February 25, 1975 to June 30, 1976
we>:e as .f 61 lows, in thousands:

Balance at February 25, 1976 ? 35,430
Net loss for the pariod, as

reported by the real
estate subsidiaries (3,297)

Other - net 1

Balance at June 30, 1975 £ 35,_002

Condensed combined statements of operations of the real
estate subsidiaries, as reported by these subsidiaries follow,
in thousands:
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•.:_' • . '...:''.:., 3 ;.'.". • ' • - . . . .. J__.^_0 •''_^'"-'-' ^ < •£>

T U ; . • _ • • . - -•'.):"•':-':j C"'JL io/1 Fob:' Jc-.r• :
to

S:i:.3.v. $ iO,4S7 $ 12,364
Cn - >c os t -in:! o:.:hoL

r M/^-VJJ _ ±.'_28? __ .2i-̂ "
ll,77~S 14,422"

Cos'cs and o:;;/:-.v.3e:i :
Cost of ?,ules 10,294 J.2,033
Selling and

administrative 1,715 2,320
Interest, net of.
capitalized 2,165 3

Net loss ? 2,399 $ 3,297

On August 13, .1975, manacje-iiant stated its intention
to reduce substantially the business, op-jrat ions and Jebt
levcilr. of the real estate subsidiaries through an orderly liquida-
tion of inventories designed to Minimize losses. It is expected
tfiat, after this reJ;.u:tion is cov.plcjted , the total assets would
he less than half of: the total assets at December 31, 1974.
A; a result of the condition of the real estate Ki-irket existing.
in the United States Generally/ and in Florula in particular,
an orderly liquidation of inventories u-ssigned to preserve .:

coL-porate assets is likely to take several years. This liquidation.
may*" take plnce whila adverse macket conditions prevail. To
the extent the reduction results in the disposition of inventories
other than in the normal course of business and during a period
in which adverse market conditions prevail, the estimated
net realizable value may be adversely affected by an undetermin-
able amount.

Tha real estate subsidiaries have historically utilized their
own sales transactions, as well as salos of comparable land and
improvements of others, as one of the primary factors in the
determination of estimated not realizable value. Based upon
in Formation available in 1975, a determination of net realizable
value was made which resulted in provisions for writedown of
inventories at Decesibar 31, 1975. However, the decline in compar-
nb1^ transactions together with adverse market conditions and the
inventory reduction plan mentioned above have created significant
unc,r taint i«s with respect to the determination of estimated
nc^realizabi* valua. Accordingly, uncertainties are created
aswto the amount and timing of the ultimate realization upon
disposition of land and improvement inventories carried on
the books of the real estate s-josidiaries ($72,828,000 at
Juns 30, 197-5) .
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TV.: ..-••.;:•. •. v.-.it-.HJ nol: rcalizi^L? v ?.].•-?•? of JM J.:.ipr ov.̂  pro^-;tv
( v3^, J^'-J / CCO at Juno 30, Ij7:"o ii*l-:": Ij/ v.ho t'.vo joint vo.iY.i •: er,
L.I v / i i i - l ; Lazier ship is a participant .•••i.Lh the P^itz'^r T;. v.j^s ;'-'rr
ban-:: J ic iar ios of tho Pritz'car rousts ai^ aambers of tna
fritz*-?*: family, including J. A. Prit?.':er o.-yj p.. A'. Pr i tr. :-:a_-, • "
principal officers and directors of Cer ro-M?.jiaon . The Pritvs!<er
t'anily i5 also the beneficial owno-r of GL } is y.ibject t-.o
the s-?rno uncertainties as der>;jr ibod in the preceding paragraph.
Vi'h i Lo Leadership has no invast'iiont in thesa particular ventures,
it is contingently liable to lond'jrs v/ith respect to aoproxi-
niataly $13.5 million of notes payable of the vencucoa at
Ju;ia 30, 1375.

Events of Default existed at June 30, 1973 under certain
of che covenants in the Loan Agreement of Leadership. It
is anticipated that additional Events of Default may occur
in 1976 as a result of continuing unprofitable operations,
which may be affected by the outcome of litigation involving
certain receivables aggregating $1,565,000, the ultimate collocti-
bility of which can not presently be determined. If Events
of Default occur, the Loan Agreement provides that, upon notifi-
cation from the principal lenders, the dabt covered thereby
would become due and payable. The existing Loan Agreement is
currently being renegotiated, the outcome of which cannot be
determined at this time.

Cerro financially supported the operations of Leadership
prior to the marger and on June 10, 1975 Cerro-Marmon entered into
a $2,000,000 non-revolving secured working capital loan agreement
to be used as funds are needed, to bear interest at the prim-a
rate. As at June 30, 1975, $1,000,000 had been utilized. Interest
is payable monthly with the principal to be paid on or before
December 31, 197S. No decision has been reached as to ho->;
long Cerro-Marmon will continue its support if Leadership's
current operating losses continue. The Loan Agreement does
not provide adequate support during the orderly liquidation
period described above, or if the principal lenders withdraw
their suoport. Cerro-Marmon also has legally binding commitmentu
in connection with surety bonds (approximately $34 million
at June 30, 1976) guaranteeing performance under certain construc-
tion contracts. A substantial amount of work has been performed
under suebt.contracts, but is is not possible to predict the
cost to-:<S|trro-Marmon, if any, under the surety bonds.

NoteaT payable at June 30, 1976 consist of the following,
in thousands:

Obligations to banks:
Leadership* $ 43'713
Housing Group, Inc. 604

Real estate mortgages, 7% to pcime plus
5.5%, due to 2011 43,554

Unsecured notes, 6-8%, du- to 1982 2,660

$ 90,531
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OliV j;u V.ir: CO c.:.~. i Y7:'•••:!,;: ;••"• ;. rl'] .'.'.!.~i r_ .-; i.: ••;•:! i, ••;

-:!d I'.Q.;'I A:J. LI >- / i.J7:j ._;•.;.! uv Lci^ruj?;] by ^
'.KiL.: -".^2 a p v i l L, iJ/7, si.ibj.'-jt to iVJCGl^f it i.on as pro'/i^d
in cho Agr^am^nt-.. Th'.; not- be:.1.; s interest ;it the rato of
l--;.-"- above nhe Batik's Altec,talvj Liase rtats. Two p-orc^nt of
:';;.iv:!". interest is pay-ioie i:io;ichly in c^sh and the dicfeuejue
bet.̂ -;::1. t;i5 2?; an.-.i the l-';a over the Banl-i's Altsriiatp Bit^3
P.i'-.j is acrrf'.i°c] until the total acci'ued intecest equals $5,000,000,
.-.: L: f.•;.• i: v/hic'.i r.?.acioi::3hip yhf>..ll P-J/ to the B-.mK in cas'a the /'..ill
I-':•:'j ab^\'? tiie Band's Altecnat" !3a39 Rat:-. The balance of
c'no accL-iJed interest shall be paid at maturity.

The Agreement provides, a:nong other things, fot: maintenance
o.,v rni.i iiiium tangible net worth, limitations on the purchase
of real estate, the sale of certain assets and invsstnrsnts
in new properties or joint ventu.es. In addition, Leadership
is required to maintain certain collateral coverage ratios
and p.isst specified cash flow objectives (based on quarterly
projections) which, if not mat, could be deemed Events of
Default by the Bank.

Generally, loans under the Agreement are sacured by the
assignrnsnt of notes, mortgages and deeds of trust; a pledge
of the capital stock of one of Leadership's wholly-owned subsidiar-
ies; the granting to the Bank of a first mortgage on most
of Leadership's unencumbered real estate; an agreement to
assign notes'and mortgages acquired aftec the closing date;
an agreernant to grant first mortgages on real estate acquired
after the closing date; the assignment of Leadership's beneficial
interest in two land trusts; an assignmant of its interest
in a"joint venture and its right to cash distributions from
its other two joint ventures; the assignment of Excess Cash
Proceeds, as defined, if any, from any future sale of Tamarac
Utilities/ Inc. by Cerro-Mar'-non to third parties; and the
assignment to the Bank of all of Leadership's rights in a
Tax Allocation Agreemant dated July 31, 1972. In addition,
Leadership has assigned a purchase money note of Cerro-Marmon
($3,46y,000 at June 30, 1975) with all principal prepayments
thereon to be applied to the Bank's note. Certain amounts
due to Cerco-Marmon by Leadership are subordinated to the
Bank's claims.
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Cerro-var.T.on is. to be include;! in th* consolidate;] :o-J^r^
income tax return oC GL and, prior to Feb?:uary 25, 1975"":;a-7o-
was included in the GL consolidated federal incogs tax return."
Pursuant to a focrnal tax sharing agreement with GL, CedsL'al
i:v::o;n-.? taxes of Cecco-Harmon will be da tcrmined . in general",
au if. the formes: Cerro affiliated t.TX group and tiie :iL-;aon~'
af:!.r I lifted tax group each filed separate consolidated tax
returns. P;:.ior to February 25, 1375, federal in com 3 taxes
QJ: M.nrtnon we,: a determined, in general, as if Man,ion and its
domestic subsidiaries filed a separate consolidated tax return.
Federal income taxes so determined have been paid periodically
to GL by Harmon and will be paid periodically to GL by Cerro-
i-Saj.-ip.on except that •(!) the former Cerro affiliated tax group
shall not be required to maico any tax sharing payments during
any taxable period in which Cacro-Marmon has not currently
paid all prescribed dividends or made sinking fund payments
on its Series A preferred stock and (2) during all other
taxable periods the members of the former Cerro affiliated
group shall retain, without restriction, 50% of any tax sharing
payments that would be due to any member of tha GL affiliated
group.

As a member of the GL consolidated federal income tax
group, Cerro-Marmon (and Marmon prior to February 25, 1976)
is contingently liable for the federal income taxes of the
other members of the group. GL has agreed to indemnify Cerro-
Marmon (and Marmon) for any federal incoma taxes attributable
to other members of the group.

Federal income taxes accrued but not yet paid to GL or
payments to GL in excess of amounts accrued are included as
income taxes or refundable incoma taxes in the consolidated
balance sheet. Interest at 115% of the bank's prime rate
is paid or received on differences between payments mad-a and
pay:nants due.

On January 22, 1974, the Internal Revenue Service advised
Cerro by a private ruling letter that it considered the Cerro
da Pasco.jaxpropriat ion loss to have resulted from a compulsory
or involuntary conversion of the stock of Cerro de Pasco and
that th«i|tbss qualified as an ordinary loss which could be
carrie*^ti^ir and applied against the Cerro affiliated gro^p
income for as long as ten years to the extent not consumed
during the taxable year in which it arose.

By letter dated May 12, 1975, the Internal Revenue Service
advised Cerro-Marmon that the January 22, 1974 ruling letter
was being retroactively revoked with respect to the concision
that the loss was an involuntary conversion of the stock
of Cerro de Pasco and held that the transaction will be treated
as an expropriation of assets.
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:.-•:: ~i.".~, !;', C1?': TO'-:ia .'!'•'.': p -y ;.i;- ;." .--iu'. reel r.o e.~ t-Vol i -;':•.
:; :̂ .::oi3 OL i:ii.r> C-'j.'Co d:: L'j.-,:;-; .;::.•;•? t.-: •..•'•> ich v/ere e::pro'->r
:np.iny b^lievco such r..i ju:;:;-!• :i J.!3;.r: car: ue estab.l i.sh-:.-.],
T , the proof: of ba:;'..̂  of. ar.ovjti (0.3 -^C'-.ipa'ed to br>;i??
r.k) may be more difcicjult. The -:ett:o..ictive reversal
January 22, 1^7-1 ruling l.'-ettof ooul-:! also affect tho

cdl el2;ri?nt.-:, i'or sabsL mt iat in-j the cocitinu .vJ avai.labil
nee oper at i-.iij Ios3 :-/!••• >:y over derive;! from the expi'opr I

which availability ;n-iy be out3Cin.ino:.'1 '.;nd-;r Section 332 (
Code. Ce •:':o--;-'.aC:non b?lievo3 cind has been advisod by
ts ide tax coun.̂ .l that the net operating loss carryover
'-.'rro should not be r/jbjecc to disallowance under Sectio

*• -1

at ior

At June 30, 1:975, Cer ro-Maraion had losses (losses of Cerro
relating to the expropriation o£ Cerro de Pasco) v/h.ich could
result in reductions up to approximately $29,000,000 in future
federal income taxes. Realization of tha benefits of such lossas
will not directly effect tho reported net income of Cerro-Mat.non
ar, any benefits realized will be credited to balance sheet
accounts.

Income tax expense (benefit) consists of the following, in
thousands:

Historical
Three months

Ended
June 30, 1976

Six months
Ended

Jane 30, 1975.

United States:
Cur cent
Deferred
Provision in lieu of

income taxes

2,894
(164)

6,190

7,610
(33

6,705

Foreign:
Current
Deferred

State

231
45

1,813

11,009

65
156

2,776

17,279
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D £ i : u l 5 of lon^-ter-i dcoi: ,- . - junf. 30.. 1-J75 f o l l o w , in
t l iouonrv- io :

Notas due to banks, 1/23 abo-.'-j prims. .
clue to 1931 $ 3 2 , 0 0 0

XoLes due to i n s t i t u t i o n s , 52-6-3/3°;
(d i s coun t ed to an e f f e c t i v e r a t e of
9 . 5 S ) , . cJu-2 to 1987 2 5 , 9 0 0

KoLes due to corpora t ions , y - ^ % , du^
1977-1937 35 ,000

Motes due to i nd iv idua l s , 5% (discounted
to an e f f e c t i v e r a te of 9 % ) , due to 1980 5 ,746

Subord ina ted deben tu res , 73, due to 1990 3 ,864
Subordinated notes, 12%, duo to 1984 3,250
Other 10,225

$ 115,995

The various debt agreements impose certain restrictions on
Cerro-Marmon and certain subsidiaries (including Harmon),
including restrictions on the payment of cash dividends and the
repurchase of capital stock. Pursuant to provisions of the
most restrictive of the agreements, Cerco-Mairmon had approxi-
mately $22,000,000 available for the payment: of cash dividends
and the repurchase of capital stock at Juna 30, 1976.

Details of lease-purchase obligations at June 30, 1976
follow, in thousands:

3.5 % to 6.8 %, due to 1983 $ 4,334
5.25% to 9.5 %, dua to 1993 6,800
5% to 7.5 %, due to 1994 5,115
5% to 8.25S, due to 1990 1,250

$ 17,499

Scheduled maturities of the long-term debt and lease-purchase
obligations in the five calendar years 1977-1981 are $20,687,000
in 1977, $20,855,000 in 1978, $20,579,000 in 1979, $17,262,000
in 1980" aiid $10,011,000 in 1901, In addition, the notes
due to tû ks included in long-term debt require aggregate
annual prepayments (maximum of $6,000,000 per year) beginning
April 1,̂ 1977 based on the consolidated net income of Marmon.

Certain of the long-term d-^'ot and all o£ the lease-purchase
obligations ara secured by certain property, plant and equipment.

8. Litigation

Cerro-Marmon is subject to the possible effects of various
litigation commenced against several defendants, including
GL, Cerro and Marmon, in 1975 and 1975, relating principally
to the purchase of Cerro stoc'r: by Marmon in 1974 and the me'.-cj'jc
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o ..' •'_'.:.••••.'3 i.vjo CJ •--.•: ro -;:.;;' ;!O.i , c; ' '. o •: ..-;.:,vi: -•.:: L I••>.-;;; aro ; ; . r . ^ ; - . r i- - - -
u^'civ!.; Stcito'j DL.-.tci'jt Co'-i-re i.'oc =.-. :-,-•> So uul •.•,••.••! DL •--.tc-Lc':. o:" ..'s ••.-"••'^-'•'"
V'.1. :.-.̂ -J -rictiop.;, allege v i o.lat Lois.-; -jj: :::u? an t i -!: r d. u:"! p^ov i zi. -j-. ̂
o£ Lho federal SGC'.rj Lr ies Law/; .i.vi -• •>.•:•..-. :>n law and ;'! jr ivat [•/.;•
cl'.i i.'n-j, and various v.-roiig ••Joints on the p^'-l o!: the v a r i o:.-.-; 0-L-fs;---"'
d.ji-,c.5 and request vac Lous rel (••-. t:s .

IP. April 1975, the parties iirv/clved in s-3v-2;:al of tna
a or. ions .::jrs-r-d to two stipul.3. c. ions of .->3'ct.lomint, s'.ibje::5:.
to court approval, v^hsreby (i) GL will pay for the? benefit
o': the d^Cined plaintiff classes (formrjc Cerro conviion stock--
h-Jl-.'lecs) up to $2,550,000 COL- fiettlement of tho actions, plaintiff'
co'ip..v»ls ' fiO3 and expanses and othGC co^ts, and (2) cert-airs
o2 th'3 defendants, not including Marmon, will pay to Cec co-
Mac:Tion $750,000 (including amounts to be paid for plaintiff's
counsels' f*e.s and expenses) foi.- settlertient of the derivative
claim3.

The cost to GL of the proposed payments in (.1) above has
bi-sp. reflected in the accompanying financial statements as
a contribution to the capital of Cerro-Marmon and as an additional
cost of the Cerrro common stock acquired. The amount to be
received by Cer ro-Macrnon for che settlement of the derivative
claims will ba reflected in tho Cerro-Marmon financial statements
upon receipt of the funds with usage limited to payment of
regular dividends to the preferred stockholders.

A hearing was held in May 1976 for approval by the couirt of
the settlement terras and action by the court is presently
pending.

The above described proposed settlement does not include
a purported class action relating to the merger of Cerro into
C't-'irro-Marraon filed in February 1976 in New York State Court
against several defendants including Marmon, Cerro and Cerro-
Marmon. This action is based on several alleged causes of
action, and asks that there be an injunction against a merger
between Cerro and Cerro-Marmon that will divest the public
stockholders from a residual equity position, or on terms
other than as are presented to the court and determined by
it to ba fair and for costs including attorneys' fees to the
plaintifFa-. The complaint alleges (1) no corporate benefit
for Cerrorin which the public stockholders will share, (2)
that the merger will "freeze out" the plaintiff class from
Cerro's "residual equity", (3) that the preference stock
will not share in the residual equity or possible future growth
or improvements in Cerro's financial position, ancl (4) that
certain defendants (some of whom are officers and/or directors
of Marion and Cerro-Marmon) breached their fiduciary duties
owed to the public stockholders. Other causes of action allege
breaches of fiduciary duties by certain defendants (some of
which ace officers and/or directors of Cerro-Marmon and Maraon)
relating to (1) a $25,000,000 capital contribution to Mar.noi
by Cerco-Marmon, (2) the adequacy of the payment for the Ccrco
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c.̂ ;<\:?.'j.\ s.i.-'.t :-3 ;-.'hi.cn vs hein^ L-Oiiv^-j by r.h.-.-> oi ^ in t: ^ •" ;*'••-•-.,
(3) ^laoura^ ion of th .• u.jcu;;: ?n •-.:•;; io;i wi'co resolet to " >• '•-,'•''"•.'.••••
.-,n«.-] ( •) misappropriation of: tlv..- bcr.^fity of the ir.e.gp" ' t'o >•"'
nharocl by the plaintiff oUics. In Fobrujs.-y 1975, "tiis "ir. ji.!;-.̂. lo:-.
to stay the merges: was denied; this .leni ul has been sop-J^lcci." " A"-"'
action, substantially r,i;nilar in all respects to the robru-rrjy 137-5
action, discussed above.- c/.c-rpt chat it also c-.i.lsyas violation cr.
the anti-fraud provisions of cedecal securities law, v/os suosa-
•'juenrily filed in Fad^tal Court, in Mew York.

In the opinion of counsel, the claims in those class actions
will not be sustained.

Other legal actions against Cecro-Marinon or its subsidiaries
are not expected to materially effect Cer ro-Harmon' s con.aoliciated
financial statements.

9. Capital stock

The authorized capital stock of Cerro-Marmdn consists
of 10,000,000 shares of $1 par value preferred stock and 10,000,000
shares of $1 par value corr,;non stock.

Preferred -

At June 30, 1975, 4,324,970 shares of preferred stock
were issuable which includes such shares, not as yet determined,
applicable to former Cerro stockholders who will be paid in
cash pursuant to their perfected dissenters' rights. Thesa
shares, designated "$2.25 Cumulative Series A Preferred Stock",
are entitled among other things, to dividends at the annual
rate of $2.25 per share on a cumulative basis, a liquidation
preference of $22 per share plus accrued dividends, and ate
voting (one vote per share). All or part of the Series A
stock may be redeemed by Cerro-Marraon on or after April 1,
1981 at $22 per share plus accrued dividends. Commencing
in 1982, 6-2/3% of the Series A shares originally issued are
to ba redeemed annually until all such shares are redeemed
or acquired by Cerro-Marmon. Pursuant to terms of the proposed
settlement of certain litigation (Note 8), the annual dividend
rate on the Series A stock will be increased to $2.35 per
share beginning 1981.

Common -

At June 30, 1976, 5,000,000 shares of common stock
were issued and outstanding (entitled to four votes per share).
Further, pursuant to terms of the proposed settlement of certain
litigation (Note 8), no payments can be made with respect
to the common stock until consolidated stockholders' equity
is $10,000,000 greater than such equity on February 24, 1975.
As a result of the above, no amounts would be available at June 30,
1975 for payments with respect to the common stock.
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IMa cor.r. 'i ' .t^b.ilii-.y '•.•;': choe ..-;c • : . - • ; • v ^ •"'• .':' J. n j h ;. s toe icnl c o.-. --3 -.T.J -::•:;
con so i i^aiec stat^u'.^-.;.: oj: iiicor.r: i.j :-3 i j'f.i ?! Lcincly aifec^e.'!
by the f i i s rqci : of Ca r ro Co.:po>. c >: ion i n t o Cor co-Mac ̂ or. Co'porst lo . i
OP. 'JVccuacy 2-'\ , i'MG j.:; d^.;cr: io-.i.-.i in l-.ho not is to thi Cunc ionss i
f i '!a::c: i 2! s taccmsnf- .o .

' iM.^L r i f o c ^ , Lh.? uo Ll'jv; i.ng cOi-.i-r. T n ^ s c a l i c o to a compar ison
o L Lh^ r e su l t s oL opo.:;;!-. ion:; oc CGLTO-il-nc?;,!::! on a pro f o r m a
bv..-:i-.-, for all pe-jiO'3:; ^x-jspt ro;: ch-J q u a c t C L - end id June 30, 197G

D-?La. ; . Is of :idL sai j r i and income be fogs income taxes are
pi osoiTL' ici below, in ' choubonds of dol lars :

1975 1975

Qua r J: e r_r, R; l eo
3-31 " 5~-30

1'ear to

5-30

ManuCacf.uc iny
Car ro $132,874
Xiic*'.~n 75,974

$123,345 $311,219

Total

M i n i n g
Trucking

Total

258,848 203,887 462,735

14,645
20,507

21,681 36,325
__21i?0_2 ilr_7.0_9_

S24_6_,_7_7J} 554_0.,_7_7_0

Inco-n« before
inco~° taxas;

Manufac tur ing
Cerro $ 3,010
Marmon _JLAA11

$ io,!9a ;; 19,208
9,_431 13,542

Total

Mining - ..
Trucking

Corporate adnin-
i.Ttrati'/G, int.
and other exp.
lass misc.
revenues

19,121

1,099
99*

19,629

2,855
1,5.17

33,750

3,954
2,613

$ 71,673
72,_3_2p_

144,493

13,329
17,340 '

_$l_8_0.f_lS.2

$ 3,243
8,412

11,655

4,219
1,513

Year to
data
6-30

$211,009
139,936

350,945

36,581
34,235

$421,752

$ 9,427
15,335

26,262

11,211
2,307

(1,471) (_3,023) ( 6 , 2 4 5 )

Incoin'.r before
income taxos; $ 3.3.268 5 3 3 , 5 3 5
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;.:••;•.• co

i-ot salsa OE $123,3-^,000 :.-,•• the seco;;.:: quarter o£ 1373
v/er..: down by $54,529,000 fro.-.i f.ho first qu-jcte-: of 1975 ar.J
up 7;-'j or $'i '5, 572, COO frosn tho iC-coid qua*; toe oF L975. Ti^
firs;-. ^IMC i;c-.- of 137 j include-:! j special ;p.ytal c.;-..n.:iO'.U ty sale
OL r.;vvo-.:.ir.:-.r:--:ly $72,000,000 v.-hich", in cxcludod, --ould show
r.1.1. c.>th-;r fii-f.nuf ;\ctu': ing sales up 183 in the • nc-cond .:»uarter
vs. the first quarter. 1975 coiitinued to benefit fro.-n the
tread in increased copper prices and dsinan-1 -./hll-j 1975 suffered
frO:Ti poorer economic conditions and strikes at two ;;iajo?: plants.

Pretax income in the second quarter of 1975 was $10,198,000;
a $1,138,000 improvement over the first quartor of 1975 and
a $5,955,000 improvement compared to the second quarter of
1975. The increase is attributable to higher profits on increased
sales compared to the strike depressed 1975 levaIs.

Net sales and income foe the first half of 1975 were greater
than the comparable 1975 period by $100,210,000 and $9,781,000,
respectively, due principally to increases in demand and basic
metal prices in 1975 over the poorer economic conditions and
strikes in 1975.

Ne'e sales for the second quarter of 1975 wera about equal
to the first quarter 1975 level and about 4S ahead of the '
second quarter of 1975. Sales declines of ruining equipment
in the second quarter of 1975 were offset by improvements •'
in sales of automotive and building products.

The decline in pretax incor.e of $580,000 in the second
quarter of 197G compared to the first quarter is primiarily
attributable to reduced profits in mining equipment due to
lower sales. The increase in pretax income of about 12% in
the second quarter of 1975 as compared to the 1975 quarter
is principally a result of improved profits in automotive
and building product lines partially offset by lower mining
equipment profits.

Mat sales for the first half of 1975 were about 8% higher
than the 1975 psriod as a result of improvements in sales
of automotive and building products which also accounted for
a majority of the increase in pretax income

Mining

Sales of $21,581,000 for the second quarter of 1976 v/ere
up $7,035.000 from the first quarter of 1976 and $3,352,000
hi-jh'jr than the second quarter of 1975. (after reclassification
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fv..-;>•:•!: ;;:•.- a^ .- ;':o;;t tocov--j;:y . ) A i'vir :. L• ̂ r. o :~ tho i.->.C"-^a3^ : -•
;;al.-v, r ^ s u l c o d f r o m Ll ie f : i-c;( 'J i..-; • t i.o.i or G t o t L Co.a.i Co. '-i
Augus t l'-)7'5 and Jenn'i ' M i n i n g J n -May 1975.

C o n t i n u i n g sig-.ii •: icc in t rc.-l'.ict ion-r.i in sa i l ing pr ices , wh ich
b e v j a n in the f i r s t q u a r t e r c / j .1.975, aivl dalriys of"" s h i p m e n t s
u n d e r 3 long-Ls rm cont rac t a- jv / ' j r - je ly iir.oact^-;! p r e t a x inco-.-3

f r o m . > 2 , 8 5 5 , 0 0 - J in the? secern;! ••.j ' . i-nr ter of I 9 7 G co^.o.v.L-ecl to'"~
5 4 , 2 1 5 , 0 0 0 in the second c ju - i c t -n - : of 1373. PL-a ta::" prof its
in the f i r s t qua r t e i : oC 197G co:np<ared to the f i r s t q u a r t e r
•.vsro h igher da3 to tonnage shipped.

Sales for the f i r s t half of 1976 were $ 3 5 , 3 2 G , C O O compared
to $35,581,000 in the f i r s t half of 1975. Reduced selling
prices and demand were the major factors for this f latness.
Pre tax income of $ 3 , 9 5 4 , 0 0 0 compared to $11,211,000 in 1975
also reflects lower sales prices and resulting in reduced
marg ins .

Truck ing

Operating revenues at $21,202,000 for tha second quarter
were 35 higher than the first quarter of 1976 and 22% higher
than the second quarter of 1975. Rate increases in the fall
of 1975 and April 1976 are the principal cause for this improve-
ment.

Pretax income of $1,617,000 foi: the second quarter of
1975 was up from the $995,000 for the first quarter of 1976
and $1,513,000 for the second quarter of 1975. The improved
result reflects the effect of rate increases partially offset
by higher operating and maintenance costs in 1975

Revenues of $41,709,000 for the first half of 1976 compares
to $34,236,000 in 1975. Rate increases are again the principal
cause of this increase. Pretax income at $2,613,000 for the
first half of 1976 compares to $2,307,000 in 1975. Increased
operating and maintenance costs held income increases to the
general trend of revenue increases.

Real estate subsidiaries

For reasons discussed in Notes 3 and 5 to the consolidated
financial statements, no amounts relating to the real estate
operations are included in the accompanying consolidated statements
of income. Sales were $10,437,000 for the second quarter
of 1976 compared with $7,661,000 for the first quarter of
1976 and $8~,386,000 for the second quarter of 1975.

A loss continues to be incurred based on historical financial
statements which do not reflect any purchase cost allocation
adjustments resulting from the purchase of Cerro by Cerro-
Marmon. Such loss before income taxes was approximately $2,400,000
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.;.:, lj :.;.;, ' '-J •; 1.1 ::!;•.: ? i C ^ '

i : - . »c '..:!..• bcii.H.'V.xj oL l;:i...' y ^ i ' r .

Co;: OP;, n «•._•£ 3'.i:.- ini •; r..•;at j.j
.{Tj j^jgVj-^nooi: 'j cev-'jir.i2.J.

N'-.-c co 5;.:: 3 Cor c'-.v; -i.-:::-.>:vl q-.i J.T tOL' oc I - ) / 6 './3ire $ 1 , 4 7 1 , 0 0 0
s'.--.. ? I, .-j-30 . -000 i.i L'.'.rr c i r . - j t qur.i^;":;: ; i i i - . i ?-'^ .• i.L'3 , 000 in the
"•jcoii-J rj u j r !: o L" of L D 7 3 . 'i'r,-.1 u;: i n > : ipsl re . • • .COM 3 iioi" t h i s reduct io:
f"i.'o:ii tlic 1975 -j-i-oup.c -.-.r ? the c-. ici-jction ou UO.TI-J c>Ci: ic-o coots
j.n'j rc- 'dno^d i:i!:«-:y£3t e.'.pap.^d- aa a ro:3:ilt oi: a cocluct ion o£
c i i o c u - an-J long- tac ;n d-jb!;, o-ir t ially o f f G 3 t by a r educ t ion
In i n v e n trr.ent inoo-.\ie .

Six mon ths ' nit coscs v /a i rc $ 3 , 0 2 9 , 0 0 0 in 1976 compared
to $ 6 , 2 4 5 , 0 0 0 in 1975. Thiz i n d u c t i o n resulted principally
LOC the reasons noted above .

OTa'ER FIVIA.NC-CAL INFORMATION

Mo ceports on Form G--K wor^ required to be filed for the
three months ••nJsci Jun^ 30, iD7;j with respect to any material
unusual charges or credits to income or a change in independent
accountants.

S.il.?:3 of uru'qg.is ter-j;d s-s••;i:r it ie3 (-rlebt or equity)^ .;;

Tnere v/e^e no sal-23 oC unrsg Lstet'ed aeourities as defined
in Ssc'cion 2(1) of the Securities Act of 1933 during the three
i.onths ended June 30, 1976.
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P u v s u a n i : to the: ix-qu i r orients oL th'j Secur i t i e s Exchange Ac'c of
193 /5, the rey :i.r. c ran 1: !i;j£ clu. ly Ccjunoi l this, teport to be s igned on
its b e h u l C by the; unclsc r. ignt-^ t l i c t eun to duly f i i i thou ized.

_CERRO-HARMOK CORPORATION
(Regis tcant )

DAT}:,': August 12, 1976

DATE: August 12, 1976

R. C. Glu.th,- Vic'e-Presidunt

T.J L. S6x£eVt, Secretar
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended September 30,.1976 Commission File Number 1-7285

Cerro-Marmon Corporation
(Exact name of registrant as specified in its charter)

Delaware 52-104-5483
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

39 South LaSalle Street, Chicago, Illinois 60603
(Address of principal executive offices) (Zip code)

Registrant's telephone number, including area code (312) 372-9500

Not applicable
Former name/ former address and former fiscal year, if changed
since last report.

Indicate by check mark whether the registrant (1) has filed all
reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports) ,
and (2) has been subject to such filing requirements for the past 90
days.

Yes x No

Indicate tile number of shares outstanding of each of the issuer's
classes of common stock, as of the close of the period covered by
this report.

5,000/000 shares of Common Stock were issued and outstanding
as at September 30, 1976.
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CERRO -HARMON CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEET (NOTES 1, 2 AND 3)
~~ (Unaudited)

September 30, j.976
(In thousands of dollars)

ASSETS
Current Assets:

Cash $ 36,057
Marketable securities/ less allowance of $2,391 16,355
Receivables, less allowance of $2,844 120,075
Inventories (Note 4) 189,110
Other current assets 8/508

Total Current Assets 370,205

Notes due from Chile 1,391
Real estate subsidiaries (Notes 3 and 5) 1,223
Property/ plant and equipment , less accumulated
depreciation of $36,138 121/973

Other assets 15'663

$ 510,455

LIABILITIES AND STOCKHOLDERS' EQUITY
.-/

Current Liabilities:
Notes payable 5 ,e'!!2f
Current maturities of long-term obligations (Note 7) 35,933
Accounts payable 55'?!!:!
Income taxes (Note 6) 28,120
Accrued liabilities 35,356

Total Current Liabilities 178,039

Long-term debt (Note 7) ??
Lease-purchase obligations (Note 7) i/
Other noncutrent amounts 10,900
Commitments and contingent liabilities

(Notes 6 and 8) - -

289,995
Stockholders1 Equity: (Notes 7 and 9)

Preferred stock (liquidation preference and
redemption value of $95,149) 9?'

Common stock in
Other paid-in capital iti
Retained earnings — 11*'

Total Stockholders' Equity _ 220,460

$ 510,455

See accompanying condensed notes
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CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME (NOTES 1
(Unaudited)

Three Months Ended September 30

, 2 AND 3)

, 1976 and 1975
(In thousands of dollars)

Historical

Revenues:
Net sales
Miscellaneous - net

Costs and expenses:
Cost of products sold
Selling and administrative
Interest

Income before amounts shown
below

Income taxes (Note 6)

Income before equity in net
income of Cerro

Equity in net income of Cerro

Net income
Net income applicable to

preferred stock (Note 10)
Net income applicable to
common stock (Note 10)

1976

$246,528
2,781

249,309

204,912
17,335
3,291

225,538

23,771
(11,105)

12,666

12,666

(2,554)

$ 10,112

1975

$ 68,327
65

68,392

54,324
6,246
2,016

62,586

5,806
(3,346)

2,460
4,405

6,865

$ 6,865

Pro Forma
1975

(•

$196,529
3,539

200,068

161,681
16,053
4,230

181,964

18,104
(8,724)

9,380

9,380

(2,554)

$ 6,826

See accompanying condensed notes.
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CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME (NOTES 1, 2 AND 3)
(Unaud i t ed )

Nine Months Ended September 30, 1976 and 1975
(In thousands of dollars)

Revenues:
Net sales.
Miscellaneous - net

Costs and expenses:
Cost of products sold
Selling and administrative
Interest

Historical Pro Forma
1976

$695,230
7,642

702,872

591,177
43,823
9,077

1975

$208,263
1,414

209,677

165,296
20,053
6,186

1976

$787,298
9,897

797,195

670,863
49,705
10,568

1975

$618,291
14,759

633,050

515,655
52,976
12,780

644,077 191,535 731,136 581,411

Income before amounts shown
below

Income taxes (Note 6)

Income before equity in net
income of Cerro

Equity in net income of Cerro

Net income
Net income applicable to
preferred stock (Note 10)

Net income applicable to
common stock (Note 10)

58,795
(28,384)

18,142
(9,955)

30,411
1,782

32,193

(6,112)

$ 26,081

8,187
10,224

18,411
_

$ 18,411

66,059
(31,806)

34,253

(7,662)

51,639
(2-3,610)

2e,029

28,029

fr-7,662)

$ 26,591 $ 2.0,367

See accompanying condensed notes.
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CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIAL POSITION (NOTES 1, 2 AND 3)

(Unaudited)

Nine Months Ended September 30, 1976
(In thousands of dollars)

Sources of working capital:
Total provided by operations $ 48,682
Merger of Cerro at February 24,

1976 (Note 3) -
Preferred stock issuable 89,743
Harmon's basis in 45.33% of Cerro 80,028
Long-term debt assumed 89,252
Other - net 12,815

271,838

Less cost assigned to noncurrent
assets 107,018

Total provided by merger of Cerro 164,820

Proceeds from long-term obligations 1,325

Decrease in Chilean notes 12,140

Total working capital provided 226,967

Dispositions of working capital:
Additions to property, plant and
equipment 12,239

Reduction in long-term obligations
(Note 7) 70,561

Increase in other assets 4,823
Preferred dividends paid 5,827
Other 3,641

Tbtal working capital used 97,091

Increase in working capital 129,876
Working capital at January 1, 1976 62,290

Working capital at September 30, 1976 $ 192,166

See accompanying condensed notes.
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CERRO-MARMON CORPORATION

CONDENSED NOTES TO THE
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS ( U n a u d i t e d )

The accompanying condensed consolidated f inanc ia l statements,
which are for an inter im period, do not include all disclosures
provided in annual f i nanc ia l statements. Reference is made
to the condensed consolidated f inancia l statements and related
notes thereto included in Cerro-Marmon's Form 10-Q for the
qua r t e r ended March 31, 1976.

1. Organizat ion

Cerro-Marmon Corporation (Cerro-Marmon), incorporated
on November 25, 1975, was inactive until February 24, 1976.
On that date (1) Cerro-Marmon issued 5 million shares of
common stock to GL Corporation (GL) for all of the outstanding
common shares of The Marmon Group, Inc. (Michigan) (Marmon) ,
in a transaction accounted for as if it was a pooling of interests,
and (2) Cerro-Marmon issued preferred stock to holders of
Cerro Corporation (Cerro) common stock, other than Marmon,
on a share-for-share basis, and Cerro was merged into Cerro-
Marmon in a transaction accounted for as a purchase (Note 3).

2. Basis of the financial statements and consolidation policy

The consolidated financial statements for periods prior
to February 25, 1976 consist of the historical financial state-
ments of Marmon and all subsidiaries, including Marmon's 45.33%
interest in Cerro which is accounted for on an equity basis.

The consolidated financial statements as of dates and
for periods subsequent to February 24, 1976 include the accounts
of Cerro-Marmon and all subsidiaries (including the former
Cerro businesses and subsidiaries) except the real estate
subsidiaries (principally Leadership Housing, Inc.) (Leadership)
(see Note 5) and certain immaterial foreign subsidiaries.

The pro forma statements of income consist of (1) the
historical, statements of Marmon and Cerro for the 1975 periods
and the period January lf 1976 to February 24, 1976, adjusted
on a pro forma basis to give effect to the adjustments resulting
from the merger of Cerro into Cerro-Marmon, as if the merger
had been completed on January 1, 1975 and (2) the historical
statements of Cerro-Marmon for the periods subsequent to
February 24, 1976.

The accompanying condensed consolidated financial statements
include all adjustments which/ in the opinion of management,
are necessary for a fair presentation of the consolidated
financial position, results of operations and changes in finan-
cial position.
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3. Acquisition of Cerro

Effective August 1, 1974, Marmon acquired a 45.33% equity
interest in Cerro, at a total cost of $67,846,000. On February 24,
1976, Cerro was merged into Cerro-Marmon (Note 1) . Pursuant
thereto, the former common stockholders of Cerro, other than
Marmon, became entitled to receive one share of Cerro-Marmon
?2.25 Cumulative Series A Preferred Stock (Note 9) for each
share of Cerro common stock. The preferred shares issuable
were valued by the Board of Directors of Cerro-Marmon at $20.75
per share/ based on an estimated fair value of the preferred
stock determined when the exchange ratio was approved by the
Board of Directors of Cerro.

The above described transactions have been accounted for
as a purchase of Cerro by Cerro-Marmon. Accordingly, the
net assets of the businesses formerly conducted by Cerro and
included in the consolidated balance sheet of Cerro-Marmon
are reflected at amounts determined after giving effect to
a preliminary allocation of Cerro-Marmon's purchase cost to
such net assets. The allocations of purchase cost to Cerro's
net assets were made as of August 1, 1974 as to the 45.33% c

interest in Cerro acquired as of that date and as of February 24,
1976 as to the 54.67% interest in Cerro acquired as of that
date. The effect of the purchase cost allocation was to signifi-
cantly reduce the amounts at which Cerro's historical consolidated
net assets are included in the Cerro-Marmon consolidated balance
Sheet. THE RESULTS OF SUCH PRELIMINARY ALLOCATION ARE SUBJECT
TO CHANGE TO REFLECT ADDITIONAL INFORMATION OBTAINED. AND REALIZA-^
TION OF ANY BENEFITS FROM CERRO'S PRIOR INCOME TAX LOSSES. ^

jtv%

The purchase cost allocations had the effect of significantly/
increasing the net earnings of Cerro-Marmon. This effect
resulted principally from (1) reductions in depreciation j
and amortization expense relating to the reduced carrying
value of property, plant and equipment and intangible assets
and (2) the elimination of losses from the real estate operations,
see Note 5. SUCH AMOUNTS ARE SUBJECT TO RETROACTIVE ADJUSTMENT
TO REFLECT THE EFFECTS OF ANY CHANGES MADE TO THE ALLOCATION
OF PURCHASE COST AND THE EFFECT OF ANY REALIZATION OF BENEFITS
FROM CERRO'S PRIOR INCOME TAX LOSSES.

For purposes of determining Marmon's equity in Cerro's
net earnings, losses of real estate subsidiaries were adjusted
to reflect the effects of the purchase cost allocation to
the investment in Leadership. These adjustments in the nine
months ended September 30, 1975 consisted principally of the
elimination of direct losses from realty sales, inventory
write-downs and write-off of goodwill (no such adjustments
were required in the period January 1, 1976 to February 24,
1976). Effective February 25, 1976, all net gains or losses
from the real estate subsidiaries' operations and from inter-
company transactions with the real estate subsidiaries (including
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income taxes related thereto), for a two-year period (or appropri-
ate shorter period), will be credited or charged to a reserve
for losses (Note 5). This change in estimate increased Cerro-
Marmon's consolidated net income for the period February 24,
1975, to September 30, 1976, by approximately $2,300,000.

The treatment followed by Marmon for purposes of determining
its equity in Cerro's earnings was deemed appropriate based
on information known at the time of adoption. However, the
present status of the real estate subsidiaries and the uncertain-
ties relating to their operations, as discussed in Note 5,
indicate that the treatment adopted by Cerro-Marmon is more
reflective of the present circumstances and will result in
consolidated operating results that are more reflective of
the effects of the purchase of Cerro at an amount substantially
less than Cerro's historical net asset value.

4. inventories

The last-in, first-out (LIFO) cost of inventories (approxi-
mately 23% of inventories included in the accompanying condensed
consolidated balance sheet) valued under this method was approxi-
mately $26 million less than the approximate current cost
(determined principally on the basis of standard costs) of these
inventories. It is not practicable to classify inventories by
stage of production.

5. Real estate subsidiaries

Effective April 1, 1976, certain of the assets of Leadership
were transferred to The Housing Group, Inc., a newly formed
subsidiary of Cerro-Marmon. Cerro-Marmen's investment in
these unconsolidated real estate subsidiaries is included
in the condensed consolidated balance -heet at Cerro-Marmon's
equity in the net assets of such subsidiaries, less a reserve
for future losses. Details of such investment at September 30,
1976 follow/ in thousands:

Investment - net
Less reserve for losses
Net carrying value

$ 35,452
34,229

$ 1,223

Changes in the reserve from February 25, 1976 to September 30,
1976 are as follows, in thousands:

Balance at February 25, 1976
Net loss for the period, as

reported by the real
estate subsidiaries

Other - net

Balance at September 30, 1976

$ 36,480

(5,419)
3,168

$ 34,229

LS 000858

MARGRP CDAdm-1149



A condensed combined statement of operations, as reported
by the real estate subsidiaries, follows, in thousands:

COMBINED STATEMENT OF OPERATIONS

Three months Period February 25,
ended 1976 to

September 30, 1976 September 30, 1976

Sales $ 17,488 $ 29,852
Interest and other

revenue 1,274 3,333
18,762 33,185

Costs and expenses:
Cost of sales 16,756 28,854
Selling and
administrative 1,822 4,142

Interest, net of
capitalized interest 2,306 5,608

Net loss $ 2,122 $ 5,419 3

On August 13, 1975, management stated its intention to :::
reduce substantially the business, operations and debt levels
of the real estate subsidiaries through an orderly liquida-
tion of inventories designed to minimize losses. It is expected
that, after this reduction is completed, the total assets
would be less than half of the total assets at December 31, ;
1974. As a result of the condition of the real estate market ..;-.
existing in the United States generally, and in Florida in V
particular, an orderly liquidation of inventories designed
to preserve corporate assets is likely to take several years.
This liquidation may take place while adverse market conditions
prevail. To the extent the reduction results in the disposition
of inventories other than in the normal course of business
and during a period in which adverse market conditions prevail,
the estimated net realizable value may be adversely affected
by an undeterminable amount.

The real estate subsidiaries have historically utilized
their own sales transactions, as well as sales of comparable
land and land improvements of others, as one of the primary
factors in the determination of estimated net realizable value.
Based upon information available in 1975, a determination of net
realizable value was made which resulted in provisions for
writedown of inventories at December 31, 1975. However, the
decline in comparable transactions together with adverse market
conditions and the inventory reduction plan mentioned above
have created significant uncertainties with respect to the
determination of estimated net realizable value. Accordingly,
uncertainties are created as to the amount and timing of the
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ultimate realization upon disposition of Land and land improvement
inventories carried on the books of the real estate subsidiaries
(approximately $63,OOU,OUU at SeptemDer 30, 1976).

The estimated net realizable value of unimproved property
($40,095,000 at September 30, 1976) held by the two joint
ventures in which Leadership is a participant with the Pritzker
Trusts (the beneficiaries of the Pritzker Trusts are members
of the Pritzker family, including J. A. Pritzker and R. A. Pritzker,
principal officers and directors of Cerro-Marmon; the Pritzker
family is also the beneficial owner of GL) is subject to the same
uncertainties as described in the preceding paragraph. While
Leadership has no investment in these particular ventures, it is
contingently liable to lenders with respect to approximately
$18.5 million of notes payable by the joint ventures at
September 30, 1976.

Events of Default existed at September 30, 1976 under certain
of the covenants in the Loan Agreement of Leadership. It
is anticipated that additional Events of Default may occur
in 1976 as a result of continuing unprofitable operations,
which may be affected by the outcome of litigation involving
certain receivables aggregating $1,565,000, the ultimate
collectibility of which cannot presently be determined. If
Events of Default occur, the Loan Agreement provides that,
upon notification from the principal lenders, the debt covered
thereby would become due and payable. The existing Loan
Agreement is currently being renegotiated, the outcome of
which cannot be determined at this time.

Cerro financially supported the operations of Leadership
prior to the merger. In June of 1976 Cerro-Marmon entered into
a $2,000,000 non-revolving secured working capital loan agreement
which was fully utilized by Leadership. At September 30, 1976,
$479,000 remained outstanding and was subsequently repaid.
No decision has been reached as to how long Cerro-Marmon will
continue its support if Leadership's current operating losses
continue, the Loan Agreement does not provide adequate support
during the orderly liquidation period described above, or if the
principal lenders withdraw their support. Cerro-Marmon also
has legally binding commitments in connection with surety
bonds (approximately $30 million at September 30, 1976)
guaranteeing performance under certain construction contracts.
A substantial amount of work has been performed under these
contracts, but it is not possible to predict the cost to
Cerro-Marmon, if any, under the surety bonds.

Notes payable of the real estate subsidiaries at September 30,
1976 consist of the following, in thousands:
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Obligations to banks* $ 43,713

Real estate mortgages, 7% to
prime plus 5.5%, due to 2011 36,698

Unsecured notes, 6-8%, due to 1982 1,989

$ 82,400

*Borrowed by Leadership pursuant to an Amended and Restated
Loan Agreement ("Agreement") dated April 1, 1975 and
evidenced by a $44,500,000 note due April 1, 1977, subject
to acceleration as provided in the Agreement. The note
bears interest at the rate of !-'»% above the Bank's
Alternate Base Rate. Two per cent of such interest is
payable monthly in cash and the difference between the 2%
and the 1-̂ % over the Bank's Alternate Base Rate is accrued
until the total accrued interest equals $5,000,000, after
which Leadership shall pay to the Bank in cash the full 1-%%
above the Bank's Alternate Base Rate. The balance of the
accrued interest shall be paid at maturity.

The Agreement provides, among other things, for maintenance Z
of minimum tangible net worth, limitations on the purchase
of real estate, the sale of certain assets and investments
in new properties or joint ventures. In addition. Leadership ;
is required to maintain certain collateral coverage ratios ~
and meet specified cash flow objectives (based on quarterly X
projections) which, if not met, could be deemed Events of '*';
Default by the Bank. .:";

•. • f«v

Generally, loans under the Agreement are secured by the , ....
assignment of notes, mortgages and deeds of trust; a pledge f
of the capital stock of one of Leadership's wholly-owned sub- ,^
sidiaries; the granting to the Bank of a first mortgage on ':'
most of Leadership's unencumbered real estate; an agreement J
to assign notes and mortgages acquired after the closing date; .
an agreement to grant first mortgages on real estate acquired
after the closing date; the assignment of Leadership's beneficial
interest in two land trusts; an assignment of its interest
in a joint venture and its right to cash distributions from
its other two joint ventures; the assignment of Excess Cash
Proceeds, as defined, if any, from any future sale of Tamarac
Utilities* Inc. by Cerro-Marmon to third parties; and the
assignment to the Bank of all of Leadership's rights in a
Tax Allocation Agreement dated July 31, 1972. In addition,
Leadership has assigned a purchase money note of Cerro-Marmon
($3,375,000 at September 30, 1976) with all principal prepayments
thereon to be applied to the Bank's note. Certain amounts
due to Cerro-Marmon by Leadership are subordinated to the
Bank's claims.

6. Income taxes

Cerro-Marmon is to be included in the consolidated federal
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income tax return of GL. Prior to February 25, 1976, Marmon
was included in the GL consolidated federal income tax return.
Pursuant to a formal tax sharing agreement with GL, federal
income taxes of Cerro-M?.rmon will be determined, in general,
as if the former Cerro affiliated tax group and the Marmon
affiliated tax group each filed separate consolidated tax
returns. Prior to February 25, 1976, federal income taxes
of Marmon were determined, in general, as if Marmon and its
domestic subsidiaries filed a separate consolidated tax return.
Federal income taxes so determined have been paid periodically
to GL by Marmon and will be paid periodically to GL by Cerro-
Marmon except that (1) the former Cerro affiliated tax group
shall not be required to make any tax sharing payments during
any taxable period in which Cerro-Marmon has not currently
paid all prescribed dividends or made sinking fund payments
on its Series A preferred stock and (2) during all other
taxable periods the members of the former Cerro affiliated
group shall retain, without restriction, 50% of any tax sharing
payments that would be due to any member of the GL affiliated
group.

As a member of the GL consolidated federal income tax
group, Cerro-Marmon (and Marmon prior to February 25, 1976)
is contingently liable for the federal income taxes of the
other members of the group. GL has agreed to indemnify Cerro-
Marmon (and Marmon) for any federal income taxes attributable
to other members of the group.

Federal income taxes accrued but not yet paid to GL or
payments to GL in excess of amounts accrued are included as
income taxes payable or as refundable income taxes in the
consolidated balance sheet. Interest at 115% of the bank's
prime rate is paid or received on differences between payments
made and payments due.

On January 22, 1974, the Internal Revenue Service advised
Cerro by a private ruling letter than it considered the Cerro
de Pasco expropriation loss to have resulted from a compulsory
or involuntary conversion of the stock of Cerro de Pasco and
that the loss qualified as an ordinary loss which could be
carried over and applied against the Cerro affiliated group
income for as long as ten years to the extent not consumed
during the taxable year in which it arose.

By letter dated May 12, 1976, the Internal Revenue Service
advised Cerro-Marmon that the January 22, 1974 ruling letter
was being retroactively revoked with respect to the conclusion
that the loss was an involuntary conversion of the stock of
Cerro de Pasco and held that the transaction will be treated
as an expropriation of assets.

Accordingly, Cerro-Marmon may be required to establish
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the tax basis of the Cerro de Pasco assets which were expropriated.
The Company believes such adjusted basis can be established.
However, the proof of basis of assets (as compared to basis
in stock) may be more difficult. The retroactive reversal
of the January 22, 1974 ruling letter could also affect the
technical elements for substantiating the continued availability
of the net operating loss carryover derived from the expropriation
loss, which availability may be determined under Section 382(a)
of the Code. Cerro-Marmon believes and has been advised by
its outside tax counsel that the net operating loss carryover
from Cerro should not be subject to disallowance under Section
382(a).

At September 30, 1976, Cerro-Marmon had losses (losses
of Cerro relating to the expropriation of Cerro de Pasco)
which could result in reductions up to approximately $26,000,000
in future federal income taxes. Realization of the benefits
of such losses will not directly effect the reported net income
of Cerro-Marmon as any benefits realized will be credited
to balance sheet accounts.

Income tax expense (benefit) consists of the following,
in thousands:

Three months Nine months
Ended Ended -*

September 30, 1976 September 30, 1976 -i

United States:
Current $ 3,560 $ 11,170 ^
Deferred (5) (38) --
Provision in lieu of :,

income taxes 5,751 12,456 '-•'

Foreign:
Current 11 76
Deferred 46 202

State 1,742 4,518
$ 11,105 $ 28,384

7. Long-tern debt and lease-purchase obligations

Details of long-term debt at September 30, 1976 follow,
in thousands:

Notes due to institutions, 6%-6.125%
(discounted to an effective rate of
9.5%), due to 1987 $ 25,982

Notes due to corporations/ 9.5%, due
1977-1987 35,000

Notes due to individuals, 5% (discounted
to an effective rate of 9%), due to 1980 5,821
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Subordinated debentures, 7%, due to 1990 3,842
Subordinated notes, 12%, due to 1984 2,656
Other 10,444

$ 83,745

Notes due to banks of $26,000,000 at September 30, 1976 were
repaid on October 25, 1976. Accordingly, this amount
has been reflected as a current liability at September 30, 1976.

The various debt agreements impose certain restrictions
on Cerro-Marmon and certain subsidiaries (including Marmon),
including restrictions on the payment of cash dividends and
the repurchase of capital stock. Pursuant to provisions of
the most restrictive of the agreements, Cerro-Marmon had
approximately $7,700/000 available for the payment of cash
dividends and the repurchase of capital stock at September
30, 1976, after giving retroactive effect to the loan prepayment
referred to in the preceding paragraph.

Details of lease-purchase obligations at September 30,
1976 follow, in thousands:

3.5 % to 6.8 %, due to 1988 $ 4,246
5.25% to 9.5 %, due to 1993 6,700
5% to 7.5 %, due to 1994 5,115
6% to 8.25%, due to 1990 1,250

$ 17,311

Scheduled maturities of the long-term debt and lease-purchase
obligations in the five calendar years 1977-1981 are $12,696,000
in 1977, $12,838,000 in 1978, $12,591,000 in 1979, $9,174,000
in 1980 and $9,198,000 in 1981.

Certain of the long-term debt and all of the lease-purchase
obligations are secured by certain property, plant and equipment.

8. Litigation

Cerro-Marmon is subject to the possible effects of various
litigation commenced against several defendants, including
GL, Cerro and Marmon, in 1975 and 1976, relating principally
to the purchase of Cerro stock by Marmon in 1974 and the merger
of Cerro into Cerro-Marmon, all of which actions are pending
in the United States District Court for the Southern District
of New York. These actions allege violations of the anti-
fraud provisions of the federal securities laws and common
law and derivative claims, and various wrongdoings on the
part of the various defendants and request various reliefs.

In April 1976, the parties involved in several of the
actions agreed to two stipulations of settlement, subject
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to court approval, whereby (1) GL will pay for the benefit
of the defined plaintiff classes (former Cerro common stockholders)
up to $2,550,000 for settlement of the actions, plaintiff's
counsels' fees and expenses and other costs, and (2) certain
of the defendants, not including Marmon, will pay to Cerro-
Marmon $750,000 (including amounts to be paid for plaintiff's
counsels' fees and expenses) for settlement of the derivative
claims.

The cost to GL of the proposed payments in (1) above has
been reflected in the accompanying financial statements as
a contribution to the capital of Cerro-Marmon and as an additional
cost of the Cerro common stock acquired. The amount to be
received by Cerro-Marmon for the settlement of the derivative
claims will be reflected in the Cerro-Marmon financial state-
ments upon receipt of the funds with usage limited to payment
of regular dividends to the preferred stockholders.

A hearing was held in May 1976 for approval by the court
of the settlement terms and action by the court is presently
pending.

The above described proposed settlement does not include a
purported class action relating to the merger of Cerro into
Cerro-Marmon filed in February 1976 in New York State Court
against several defendants including Marmon, Cerro and Cerro-
Marmon. This action is based on several alleged causes of
action, and asks that there be an injunction against a merger
between Cerro and Cerro-Marmon that will divest the public
stockholders from a residual equity position, or on terms ••'•"••
other than as are presented to the court and determined by
it to be fair and for costs including attorneys' fees to the -:>
plaintiffs. The complaint alleges (1) no corporate benefit
for Cerro in which the public stockholders will share, (2)
that the merger will "freeze out" the plaintiff class from
Cerro's "residual equity", (3) that the preference stock
will not share in the residual equity or possible future growth
or improvements in Cerro's financial position, and (4) that
certain defendants (some of whom are officers and/or directors
of Marmon and Cerro-Marmon) breached their fiduciary duties
owed to th«- public stockholders. Other causes of action allege
breaches of fiduciary duties by certain defendants (some of
which ar« officers and/or directors of Cerro-Marmon and Marmon)
relating to (I) a $25,000,000 capital contribution to Marmon
by Cerro-Marmon/ (2) the adequacy of the payment for the
Cerro common shares which is being received by the plaintiff
class, (3) preparation of the documentation with respect
to the merger and (4) misappropriation of the benefits of
the merger to be shared by the plaintiff class. In February
1976 the injunction to stay the merger was denied? this denial
has been appealed. An action, substantially similar in all
respects to the February 1976 action discussed above, except
that it also alleges violation of the anti-fraud provisions
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of federal securities law, was subsequently filed in Federal
Court in New York.

In the opinion of counsel, the claims in these class actions
will not be sustained.

Other legal actions against Cerro-Marmon or its subsidiaries
are not expected to materially effect Cerro-Marmon's consolidated
financial statements.

9. Capital stock

The authorized capital stock of Cerro-Marmon consists
of 10,000,000 shares of $1 par value preferred stock and 10,000,000
shares of $1 par value common stock.

Preferred -

At September 30, 1976, 4,324,970 shares of preferred
stock were issuable which includes such shares, not as yet
determined, applicable to former Cerro stockholders who will
be paid in cash pursuant to their perfected dissenters' rights.
These shares, designated "$2.25 Cumulative Series A Preferred
Stock", are entitled among other things, to dividends at the
annual rate of $2.25 per share on a cumulative basis, a liquidation
preference of $22 per share plus accrued dividends, and are
voting (one vote per share). All or part of the Series A
stock may be redeemed by Cerro-Marmon on or after April 1,
1981 at $22 per share plus accrued dividends. Commencing
in 1982, 6-2/3% of the Series A shares originally issued are
to be redeemed annually until all such shares are redeemed
or acquired by Cerro-Marmon. Pursuant to terms of the proposed
settlement of certain litigation (Note 8), the annual dividend
rate on the Series A stock will be increased to $2.35 per
share beginning 1981.

Common -

At September 30, 1976, 5,000,000 shares of common
stock were issued and outstanding (entitled to four votes
per share). Pursuant to terms of the proposed settlement
of certain litigation (Note 8), no payments could be made with
respect to the common stock until consolidated stockholders'
equity is $10,000,000 greater than such equity on February 24,
1976. As a result of the above, approximately $12,000,000 is '•.
available at September 30, 1976 for payments with respect to
the common stock.

10. Net income applicable to preferred stock

The amount shown in the consolidated statement of income
for the nine months ended September 30, 1976 consists of $5,827,000
of dividends applicable to the Series A preferred stock and
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$285,000 for the accrual of the excess of the redemption value
over the value assigned to the Series A preferred stock issuable,
both for the period February 25, 1976 to September 30, 1976. For
the quarter ended September 30, 1976 the comparable figures
are $2,432,000 for dividends and $122,000 for the accrual
of the excess of the redemption value over the value assigned
to the preferred stock.

11. Sale of Trucking Subsidiary

On September 27, 1976, Cerro Motor Express, a wholly owned
subsidiary of Cerro-Marmon Corporation, announced it had reached
an agreement for the sale of its trucking subsidiary, ICX
Industries/ Inc. to ICX Corporation, a newly created corporation
formed by certain employees of the trucking concern. Closing
of the transaction, which is subject to ICX Corporation obtaining
a favorable tax ruling, satisfactory financing and other approvals,
is expected to occur in the first quarter of 1977. it is
expected that Cerro-Marmon will acquire a minoritry interest
in ICX Corporation. Terms of the transaction/ however, have
not been finalized. The transaction/ if completed/ will result *
in a significant gain to Cerro-Marmon. See Management's ;2
Discussion and Analysis of Earnings herein with respect to '*
the trucking operation.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF EARNINGS

The comparability of the accompanying historical condensed
consolidated statements of income is significantly affected
by the merger of Cerro Corporation into Cerro-Marmon Corporation
on February 24, 1976 as described in the notes to the condensed
financial statements.

Therefore/ the following comments relate to a comparison
of the results of operations of Cerro-Marmon on a pro forma
basis for all periods except for the quarters ended June 30
and September 30, 1976.

Details of net sales and income before income taxes are
presented below, in thousands of dollars:

Net Sales

Manufacturing
Mining
Trucking

Total

Income before
income taxes

1976 1975

Quarter Ended
6-30 9-30

Year to
date
9-30

Quarter Ended
6-30 9-30

Year to
date
9-30

$203,887
21,681
21,202

$201,251
23,684
21,593

$663,986
60,010
63,302

$144,493
18,329
17,340

$157,669
19,036
19,824

$508,614
55,617
54,060

$246,770 $246,528 $787,298 $180.162 $196,529 $618,291

Manufacturing $ 19,629 $ 19,648 $ 58,398
Mining 2,855
Trucking 1,617
Corporate adnin-
instrative, int.
and other exp.
less misc.
revenues (1,471)

4,953
1,596

8,907
4,209

(2,426) (5,455)

$ 11,655 $ 17,021 $ 43,283
4,219 2,375 13,586
1,513 1,451 3,758

(4,119) (2,743) (8,988)

Income before
i ncome taxes $_22,630 $ 23,771 $ 66,059 $ 13,268 $ 18,104 $ 51,639
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Manufacturing

Net sales of $201,251,000 for the third quarter of 1976
were down by $2,636,000 from the second quarter of 1976 and
up approximately 28% or $43,582,000 from the third quarter
of 1975. For the nine months ended September 30, 1976, net
sales were up about 31% over the comparable prior year period.

Pre-tax income in the third quarter of 1976 was $19,648,000,
a slight increase over the 1976 second quarter but an increase
of $2,627,000 over the 1975 third quarter. Year-to-date 1976
income of $58,398,000 was up $15,115,000 from the year-to-
date 1975 period.

Year-to-date and third quarter 1976 sales and earnings
as compared to the comparable 1975 periods reflect the improve-
ments resulting from increased copper prices early in 1976
as well as increased sales and profits in the tubular steel,
automotive and building product lines. Demand in general
was up in all major product lines compared to the poorer economic
conditions and strike depressed levels of 1975.

Third quarter 1976 sales and income compared to the second
quarter amounts reflect the relative stability in prices,
costs and sales levels. -•

.•• • * '

Mining '

Third quarter sales of $23,684,000 were up $2,003,000 :*
from the second quarter and $4,648,000 from 1975 's third <v
quarter (after reclassif ication of 1975 freight charges which
were previously included in sales and are now classified as
a reduction of costs). Although selling prices in the third
quarter of 1976 were lower than in both prior periods, sales
revenues increased because of improved spot market demand,
due to the coal strike, and catch-up shipments under a long-
term contract.

Pre-tax earnings in the third quarter were $2,098,000
higher than, the second quarter and $2,578,000 higher than
the thirdv9Uarter of 1975. This improvement is due principally
to increaflM tonnages shipped.

; for the first nine months of 1976 and 1975 were
$60,010,000 and $55,617,000. Pre-tax income was $8,907,000
and $13,586,000 for the first nine months of 1976 and 1975.
The sales increase results from lower selling prices and margins
on higher spot market tonnage shipments.

Trucking

Operating revenues of $21,593,000 for the third quarter
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of 1976 were about 2% higher than the second quarter of 1976
and about 9% higher than the third quarter of 1975. Rate
increases in the fall of 1975 and April 1976 are the principal
causes of this improvement.

Pre-tax income of $1,596,000 for the third quarter of
1976 is up from the $1,451,000 for the third quarter of 1975.
The 1976 increase reflects the effect of rate increases.

Revenues of $63,302,000 for the first nine months of 1976
compares to $54,060,000 in 1975. Rate increases again are
the principal causes of this increase. Pre-tax income of
$4,209,000 for the first nine months of 1976 compares to
$3,758,000 in 1975. This increase reflects the effects of
the rate increases.

Real estate subsidiaries

For reasons discussed in Notes 3 and 5 to the consolidated
financial statements, no amounts relating to the real estate
operations are included in the accompanying consolidated state-
ments of income. Sales were $17,488/000 for the third quarter
of 1976 compared with $10,487,000 for the second quarter of
1976 and $7,157,000 for the third quarter of 1975.

Although market conditions have improved on the west coast/
principally in California/ total real estate operations continue
to operate at a loss based on the historical financial statements
of the real estate subsidiaries, which do not reflect any purchase
cost allocation adjustments resulting from the purchase of
Cerro by Cerro-Marmon. Such loss before income taxes was
approximately $2,100,000 in the third quarter of 1976 compared
with a loss of approximately $2,400,000 in the second quarter
of 1976 and $8,500/000 in the third quarter of 1975. Losses
are expected for the balance of the year.

Corporate administrative/ interest and other expense, less
miscellaneous revenues

Costs for the third quarter of 1976 of $2,426,000 compares
to $1,471,000 in the second quarter of 1976 and $2,743/000
in the third quarter of 1975. The third quarter of 1976 includes
a loss of approximately $800,000 relating to the operations
and sale of the fluorspar mining properties in Kentucky and
Tennessee which were sold on July 31, 1976. The principal
causes for the reduction from the 1975 level are the reduction
of home office costs and lower interest expense, which is
a result of a reduction in short and long-term borrowings,
partially offset by a reduction in investment income and the sale
of the fluorspar operations referred to above.

Nine months net costs were $5,455,000 in 1976 compares
to $8,988,000 in 1975. This reduction resulted principally
for the reasons noted above.
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OTHER FINANCIAL INFORMATION

No reports on Form 8-K were required to be filed for the
three months ended September 30, 1976 with respect to any
material unusual charges or credits to income or a change
in independent accountants.

Sales of unregistered securities (debt or equity)

There were no sales of unregistered securities as defined
in Section 2(1) of the Securities Act of 1933 during the three
months ended September 30, 1976.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange
Act of 1934, the registrant has xJuly caused this report to
be signed on its behalf by the undersigned thereunto duly
authorized.

DATE: November 5, 1976

DATE: November 5, 1976

CERRO-MARMON CORPORATION
(Registrant)

R. C. Glirth,/ Vice-President- nr
V 1

T. ''L. Sê €ei|tf Secretary
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) OP THE

SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended March 31, 1977 Commission File Number 1-7285

Cerro-Marmon Corporation
(Exact name of registrant as specified in its charter)

Delaware 52-104-5433
(State or other jurisdiction o f ( I . R . S . Employer
incorporation or organization) Identification No.)

39 South LaSalle Street, Chicago, Illinois 60603
(Address of principal executive o f f i c e s ) ( Z i p code)

Registrant's telephone number, including area code (312) 372-9500

Not applicablePPJ
idFormer name, former address and former.fiscal year, if changed

since last report.

Indicate by check mark whether the registrant (1) has filed all
reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90
days.

Yes x No

Indicate the number of shares outstanding of each of the issuer's
classes of common stock, as of the close of the period covered by
this report.

5,000,000 shares of Common Stock were issued and outstanding
at March 31, 1977.
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CERRO-MARMON CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEET

(la thousands of dollars)
(Unaudited)

ASSETS

Current assets:
Cash and cash equivalents
Marketable securities
Receivables - net
Inventories (Note 3)
Other current assets

Total current assets

Investments in and advances Co nonconsolidated subsidiaries:
Trucking (Note 4)
Realty (Note 5)

Notes due from Chile
Property, plant and equipment - nee
Other investments and assets

March 31.
1977 1976

Restated
(Notes 1, 2 and 9)

$ 11,303
7,079

156,801
260,843
8.404

444,430

$ 16,083
37,685
110,255
154,048
9.712

327,783

17,417
21,877
2,846

103,434
18,634

14,842
16,155
12,572
97,308
17.100

$608,638 $485.760

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:
Notes payable to banks
Long-term obligations due within one year
Accounts payable
Income taxes (Note 6)
Accrued liabilities

Total current liabilities

Long-term obligations
Deferred credit from acquisition (Note 2)
Other non-current amounts
Contingencies (Notes 2 and 8)

Shareholders' equity*
Preferred stock, liquidation preference and
redemption value of $93.699

Common stock
Other paid-in capital
Retained earnings

Total shareholders' equity

$ 67,783
12,720
73,014
28,173
42,682

$ 11,728
12,539
51,000
18,512
33.796

224',372

99,286
17,994
16,962

89.509
5,000
26,489

129.026

127,575

140,405
4,845
12,546

88,462
5,000
10,241
96.686

200.389

$485.760

See Condensed Notes to Condensed Consolidated Financial Statements.
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CERRD-MARMON_ CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME

(la thousands of dollars)
(Unaudited)

Three Months Ended
March 31.

1977 1976
Restated

(Motes 1, 2 and 9)

Revenues:
Net sales
Miscellaneous - net (Notes 5 and 7)

Costs and expenses:
Cose of sales
Selling and administrative
Interest

Income before amounts shown below
Income taxes (Notes 5 and 6)
Income before equity in net income of Cerro
Corporation and discontinued business

Equity in net income from continuing operations
of Cerro Corporation (Note 1)

Income of discontinued business less
income taxes (Note 4)

Net income

Net income applicable to preferred stock.

Net income applicable to common stock

$308,976
1,078

310,054

265,977
19,819
3.144

288.940

21,114
12.S55

8,559

8,559

516

9,075

(2.657)

$ 6,418

$193,405
1.257

194.662

170,914
9,896
2.137

182.947

11,715
4.992

6,723

1.436
8,159

719

8,878

(1.050)

See Condensed Notes to Condensed Consolidated Financial Statements.
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CERRO-MARMON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIAL POSITION (NOTES 1. 2 and 9)

Three Months Ended March 31. 1977
(In thousands of dollars)

(Unaudited)

Sources of working capital:
Total provided by continuing operations $19,187
Total provided by discontinued operations 163

Total provided by operations $ 19,350

Acquisition of Hammond -
Capital contribution by GL less amount
assigned to net non-current assets of
$2,997 13,251

Cost of net assets acquired less
working capital received of $18,321 310

Total resulting from acquisition of Hammond 13,561

Proceeds from long-term obligations 3.159

Total working capital provided 36,070

Dispositions of working capital:
Additions to property, plant and equipment - net 3,890
Reduction in long-term obligations 2,306
Preferred dividends paid ' 2,396
Other - net ' 2.414

Total working capital used 11.006

Increase in working capital 25,064
Working capital arD«c«abcr 31, 1976 194.994

Working capital at March 31, 1977

See Condensed Notes to Condensed Consolidated Financial Statements.
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CERRO-MA&MON CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIAL POSITION (RESTATED) (Notes 1, 2 and 9)

Three Months Ended March 31T 1976
(In thousands of dollars)

(Unaudited)

Sources of working capital:
Total provided by continuing operations S 9,847
Total provided by discontinued operations 231

Total provided by operations $ 10,078

Merger of Cerro at February 24, 1976 -
Preferred stock issued and issuable 88,375
Harmon's basis in 4S.33Z of Cerro 80,028
Long-term obligations assumed 84,104
Other - net 18.248

270,755
Less cost assigned to non-current assets 108.420

Total provided by merger of Cerro 162,335

Proceeds from long-term obligations 1,250

Decrease in Chilean notes 2.515

Total working capital provided 176,178

Dispositions of working capital:
Additions to property, plant and equipment - net 3,530
Reduction in long-term obligations 26,349
Increase in other investments and assets 5,930
Advances to real estate subsidiary 1,211
•Other - net 1.240

Total working capital used 38.260

Increase in working capital 137,918
Working capital ac December 31, 1975 62.290

Working capital at March 31, 1976

See Condensed Notes to Condensed Consolidated Financial Statements.
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CERRO-MARMQN CORPORATION

CONDENSED NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31. 1977 and 1976

(Tabular amounts are In thousands of dollars)

(Unaudited)

The accompanying condensed consolidated financial statements, which are for an
interim period, do not include all disclosures provided in annual financial statements.
Reference is made to the consolidated financial statements and related notes thereto
included in the annual report on Form 10-K filed with the Securities and Exchange
Commission for the year ended December 31, 1976.

The accompanying condensed consolidated financial statements include all adjust-
ments, consisting only of normal recurring accruals except for a charge to income
relating to the termination of long-tern employment and other related contracts
(Note 7) in the three months ended March 31, 1977, which, in the opinion of manage-
ment, are necessary for a fair presentation of the condensed consolidated financial
position, results of operations and changes in financial position.

1. Organization and Basis of Financial Statements

Cerro-Marmon Corporation (Cerro-Mannon) was inactive until February 24, 1976.
On that date Cerro-Marmon acquired from its parent, GL Corporation (GL), (1) all
of the outstanding capital stock of The Harmon Group, Inc. (Michigan) (Harmon),
including Harmon's 45.33Z equity interest in Cerro Corporation (Cerro) acquired
in 1974, in a transaction accounted for as if it was a pooling of interest and (2)
the remaining 54.67Z equity interest in Cerro in a transaction accounted for as a
purchase. As a result of these transactions, GL owns 100Z of the common stock of
Cerro-Marmon, which represents approximately 82Z of the total voting interest in
Cerro-Marmon. Accordingly, the consolidated financial statements of Cerro-Marmon
prior to February 25, 1976 consist of the consolidated financial statements of
Harmon, Cerro-Marmon's accounting predecessor company, and all subsidiaries,
including Maroon's 45.33Z interest in Cerro accounted for on an equity basis.
Commencing February 25, 1976 the consolidated financial statements consist of the
financial statements of Cerro-Marmon and all significant subsidiaries except the real
estate subsidiaries and the trucking subsidiary which is to be sold (Note 4).

The effect of the purchase cost allocations was to significantly reduce the
amounts at which Carro's nee assets are included in the Cerro-Marmon consolidated
balance sheet from amounts previously reflected In Cerro's historical consolidated
balance sheet. Reductions vere made principally to investments (including the
Investment in the real estate subsidiaries), property, plant and equipment,
Intangible assets and the asset included in the Cerro balance sheet for future
income tax benefit. This allocation and the effects thereof on results of
operations are subject to retroactive revision to reflect the resolution of certain
specific matters discussed in Note 2.
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The purchase cost allocations had the effect of significantly increasing the
amount reflected by Maroon as its equity in the net income of Cerro prior to
February 25, 1976 and the net income of Cerro-Mannon subsequent thereto. This
effect results principally from (1) reductions in depreciation, depletion and
amortization of property, plant and equipment and intangible assets, (2) larger
gains or lesser losses from dispositions of assets and (3) elimination of net
losses from the real estate operations for periods through December 31, 1976, as
discussed in the following paragraph.

Mo amounts have been included in consolidated results of operations applicable
to the nonconsolidated real estate subsidiaries for the three months ended
March 31, 1976. The loss incurred by these subsidiaries was charged to a reserve
established in connection with the allocation of purchase cost to Cerro's net assets
because significant uncertainties precluded such allocation to these subsidiaries
at the dates of purchase. As discussed more fully in Note 5, various of the un-
certainties were substantially resolved as of December 31, 1976 and a- purchase cost
allocation was made; therefore, the results of operations of the nonconsolidated
real estate subsidiaries are reflected in-consolidated net Income commencing
January 1, 1977 on the equity method.

Had the merger of Cerro into Cerro-Marmon been consummated on January 1, 1976,
pro forma revenue and net income for the three months ended March 31, 1976 would
have been as follows:

Revenues $278.217

Income from continuing operations $ 10,695
Income from discontinued business 776

Net Income

The above pro forma amounts consist of the historical amounts applicable to
Harmon and Cerro for the period January 1, 1976 to February 24, 1976, adjusted
on a pro forma basis to give effect to the adjustments resulting from the merger
of-Cerro into Cerro-Marmon, and the reported amounts applicable to Cerro-Marmon
for the period subsequent to the merger date, both adjusted to reflect the discon-
tinuance of trucking operations. As noted above, no amounts are Included for the
real estate subsidiaries.

On January 26» 1977 Cerro-Marmon (1) received 48Z of the outstanding common
stock of Hammond Corporation (Hammond) as a capital contribution from GL and (2)
acquired the remaining equity interest in Hammond for cash of approximately
$18,000,000. The acquisition of Hammond has been accounted for as a purchase and
the results of operations of Hammond have been Included in the condensed consoli-
dated financial statements commencing January 27, 1977. Bad the acquisition of Hammond
taken place on January 1, 1976, Cerro-Marmon's consolidated revenues and net
Income for the three months ended March 31, 1977 and 1976, on a pro forma basis
and after giving effect to a preliminary allocation of Cerro-Mannon's accounting
basis in Hammond to Hammond's net assets, would increase as follows:
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Revenues
Nee Income

1977

$10,933
551

March 31.
L976

$32,922
526

2. Uncertainties

Significant uncertainties, relating to the former Cerro operations, existed at
February 24, 1976. Such uncertainties related principally to the real estate
operations (Leadership). Various of the uncertainties have been substantially
resolved, with the major remaining uncertainty relating to the ultimate liability
that may result from a guarantee by Leadership of the debt of a Joint venture in
which Leadership participates (Note 5). Such resolution had no material effect
on the consolidated financial statements of Cerro-Marmon and the resolution
of the remaining uncertainties will have no material effect on such financial
statements.

Income tax matters, including matters relating to Cerro's prior year federal
income tax position, are discussed in Note 6. On the basis of presently known
information, management of Cerro-Marmon does not anticipate any significant change
in the prior year federal income tax position of Cerro from that reflected in Cerro's
income tax returns other than as previously provided. Further, Cerro-Marmon's
management anticipates that the amount of future income tax benefit available from
Cerro'3 prior year losses will be ultimately realized. However, because of the
complexities of the matters and because no member of Cerro-Marmon's management was
a part of Cerro's management prior to 1975, Cerro-Marmon will continue to include
all income tax benefits realized from prior year losses of Cerro in the "Deferred
credit from acquisition" in the Cerro-Marmon consolidated balance sheet (rather
than being partially applied to reduce the purchase coat allocated to Cerro's
former property, plant and equipment) and to reflect no amortization of the deferred
credit in income until the matters referred to above, Including the matter relating
to Leadership, are resolved. The effect thereof on the accompanying condensed
consolidated financial statements was not material. Upon resolution, the purchase cost
allocated to Cerro's net assets will be retroactively revised to reflect any adjust-
ments resulting from (1) the realization of income tax benefits from prior year
losses of Cerro and (2) the outcome of the matters discussed above relating to
Leadership and the prior year federal income tax position of Cerro. Further, provisions
for depreciation and depletion will be retroactively adjusted to reflect the effects
of any revision, of purchase cose allocated to property, plant and equipment and
amortization of any deferred credit will be retroactively included in income. Any
retroactive adjustments required will not have a material effect on consolidated
working capital and shareholders' equity at March 31, 1977 and 1976.

3. Inventories

March 31.

Metal trading inventories
Coal inventories and supplies
Manufacturing inventories and
supplies

L977

$ 79,511
9.584

171.748
$260.843

1976

$ 26,180
12,224 oo

oo

115.644
5154,048
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Inventories valued under the LIFO method were approximately $31,000,000 Less
Chan the current costs of such Inventories at March 31, 1977 ($26,000,000 at
March 31, 1976). The classification of manufacturing inventories by stage of pro-
duction is not available from the accounting records.

4. Investment in Trucking Subsidiary

Cerro-Marmon intends to sell its majority-owned trucking subsidiary, ICX
Industries, Inc., to ICX Corporation, a corporation formed by certain employees of
the trucking subsidiary, for approximately $22,600,000 in cash, a subordinated note
of approximately $5,500,000 (subject to changes in the net asset value of the sub- ..
sidiary to date of sale), which bears interest at prime plus 4Jj% per annum, and a
19.8% equity interest in ICX Corporation. Such sale is expected to be completed
in June 1977. Accordingly, the trucking subsidiary is reflected in the financial
statements as a discontinued business. The gain to be realized on the sale, before
income taxes, is estimated at approximately $5 million based on the cash proceeds •
to be received. The gain represented by the notes and stock will be reflected as
amounts are realized in cash.

Net assets of the discontinued trucking business, after giving effect to Cerro-
Marmon' s purchase cost allocations, at March 31, 1977 follow:

Current assets $ 9,296
Current liabilities 8.695

Net current assets 601

Property and equipment - net 13,548
Operating rights and other assets 6,489
Non-current obligations (3.221)

Net assets

The amounts shown in the consolidated statement of income as income of dis-
continued business for the period January 1, 1976 to February 24, 1976 consist of
Harmon's 45.33Z equity in the net income of Cerro's trucking subsidiary, less
Harmon's income taxes relating thereto, and for periods subsequent thereto consist
of the adjusted income of the trucking subsidiary, less related income taxes.

For the three month periods ended March 31, 1977 and 1976 ICX Industries, Inc.
reported revenues of $20,700,000 and $20,570,000, respectively.

5. Investment in Real Estate Subsidiaries

No amounts have been included in the consolidated results of operations appli-
cable to'real estate subsidiaries for the three months ended March 31, 1976 as the
loss incurred by these subsidiaries was charged to a reserve established for such
purpose by the initial purchase cost allocations. This reserve was established
because various uncertainties relating to the real estate operations precluded an
allocation of purchase cost to the real estate assets at the dates of acquisition
of Cerro. Certain of these uncertainties were substantially resolved by the modi-
fication of certain agreements and restructuring of debt obligations concluded in
February 1977, the reductions in inventories and the restructuring of the activities
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of the real estate subsidiaries, and the general improvement in the market in the
various areas in which the real estate operations are conducted. The most
significant remaining uncertainty relates to the guarantee of debt of a joint
venture in which Leadership is a participant (see che third paragraph of this note).
The above-described events permitted a quasi-reorganization of Leadership as of
December 31, 1976 at which date its assets were revalued to reflect their fair
market values. These revised asset values were used as the basis for finalizing
the purchase cost allocation to the real estate assets and to Cerro-Maroon's
investment in the real estate subsidiaries. Commencing January 1, 1977, Cerro*
Harmon has reflected its equity in the net loss of the real estate subsidiaries
in the condensed consolidated financial statements. A condensed combined
statement of operations, exclusive of the effects of the quasi-reorganization and
debt restructuring which were reflected as of December 31, 1976 and after giving
effect to adjustments relating to the purchase cost allocation, for the three
months ended March 31, 1977 follows:

Sales $4,973
Interest and other revenue 553
Realized gross profit on installment
receivables 3,467

Costs and expenses:
Cost of sales (4,503)
Selling and administrative ( 969)
Interest (1,706)

Income before income taxes $1,815

The "Realized gross profit on installment receivables" is a non-recurring
credit resulting from the allocation of Cerro-Marmon's purchase cost to the real
estate subsidiaries' net assets. Income taxes in the condensed consolidated
statement of income of Cerro-Marmon include a charge equal to the non-recurring
credit.

Leadership participates In four joint ventures. Two of these joint ventures
are with certain Pritzker Trusts (the Pritzker family, through trusts and other
entities own all of the outstanding capital stock of GL) and provide
for Leadership's participation In 50Z of the profits and losses. These two
ventures hold unimproved property and have not made any sales. While Leadership
has no investment in these particular ventures, it is contingently liable to
lenders for approximately $19,200,000 of notes payable by the joint ventures.
Leadership, however, would have recourse to the joint ventures. At March 31, 1977,
approximately $18,200,000 of such debt of one of the joint ventures was in default
and actions for foreclosures had been filed by certain noteholders. The ultimate
exposure to Leadership of these contingencies cannot be determined and no provision
has been included in the financial statements as of March 31, 1977.

At March 31, 1977, Leadership's indebtedness included an unsecured, non-interest
bearing note having a face value of $12,000,000, due $3,000,000 annually commencing
la December 1977, guaranteed by Cerro-Marmon.
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6. Income taxes

Cerro-Marmon will be included in the consolidated federal income tax returns
of GL. Prior to February 25, 1976, Marmon was Included in GL's consolidated federal
income tax returns. Pursuant to a formal tax sharing agreement with GL, federal
income taxes of Cerro-Marmon will be determined, in general, as.if the former Cerro
affiliated tax group and the former Marmon affiliated tax group each filed separate
consolidated cax returns. Prior to February 25, 1976, federal income taxes of
Marmon were determined, in general, as if Marmon and its domestic subsidiaries filed
a separate consolidated federal Income tax return. Federal Income taxes so determined
are to be paid periodically to GL except Chat (1) the former Cerro affiliated cax
group shall not be required to make any tax sharing payments during any taxable
period in which Cerro-Marmon has not currently paid all prescribed dividends or
made sinking fund payments on its Series A preferred stock and (2) during all other
taxable periods the former Cerro affiliated group shall retain,, without restriction,
50t of any cax sharing payments that would be due to any member of the GL affiliaced •'
group. No income taxes are payable to GL by the former Cerro affiliated group. As
a member of the GL consolidated federal income tax group, Cerro-Marmon (and Marmon
prior to February 25, 1976) is contingently liable for the federal income taxes of
the other members of the group. GL has indemnified Cerro-Marmon (and Marmon) for
any federal income taxes attributable to other members of the group.

Examinations by the Internal Revenue Service (Service) of Cerro's federal
income tax returns for the years 1965 through 1971 have been substantially completed
and additional liabilities have been proposed by the Service. The Service is in the
initial stages of an examination of Cerro's federal Income tax returns for the
years 1972 through 1974 and has not progressed sufficiently to form any conclusions
relating to matters reflected in such returns. Cerro's returns include the effects
of complex transactions among which is the 1974 expropriation of Cerro's
subsidiary, Cerro de Pasco (C de P), discussed belov.

On January 1, 1974, C de P was expropriated by the Peruvian government,
resulting in a loss of $135,000,000 which was reflected in Cerro's federal
Income tax return for 1974. On January 22, 1974, the Service advised Cerro by a
private ruling letter that it considered the 1974 C de P expropriation loss to have
resulted from a compulsory or involuntary conversion of the stock of C de P and that
the loss qualified as an ordinary loss which would be carried over and applied
against the Cerro affiliated group income for as long as ten years to the extent
not utilized during the taxable year In which it arose. By letter dated May 12,
1976, the Service advised Cerro-Marmon that the January 22, 1974 ruling letter was
being retroactively revoked with respect to the conclusion that the loss was an
involuntary conversion of the stock of C de P and held that the transaction will
be treated as an expropriation of assets. During the course of the current examination
of Cerro's federal tax returns, the Service has insisted upon physically examining
the books and records of C de P in Peru in order to verify the basis of C de P's
assets. To date the Service has not received permission from the Government of
Peru to conduce the examination in Peru. Nevertheless, present management believes
that the adjusted basis of C de P's assets ultimately can be established.

On the basis of presently known information, Cerro-Marmon's management, who
were not part of the Cerro management in 1974 or prior years, believe (1) that
adequate provision has been aade for additional liabilities that nay be assessed
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for the years 1965 through 1971, (2) chat no significant change will be made in
Cerro's federal income tax position for the periods subsequent to 1971 from that
reflected on Cerro's income tax returns for such periods, and (3) that the federal
income tax benefits available to Cerro-Marmon from prior losses of Cerro, which are
estimated to be in excess of $18,000,000 at March 31, 1977, will be realized.
However, as a result of the uncertainties raised by the retroactive revocation of
the January 22, 1974 ruling letter, the present inability to obtain permission from
the Government of Peru for the Service to travel to Peru and the matters discussed
in Note 2, conservative accounting practice dictates that recognition of the income
tax benefits of the prior Cerro losses be deferred until all significant matters
relating to Cerro'3 prior year Income tax position are resolved. See Note 2 as to
Cerro-Marmon's accounting for income tax benefits of Cerro's prior losses when such
benefits are realized.

7. Employment Contract Settlement

In the first quarter of 1977, Cerro-Marmon negotiated the termination of long-
term employment and other related contracts with certain officers of a coal mining
subsidiary. The cost of this settlement of approximately $4,700,000 is reflected
in "Miscellaneous - net" in the accompanying condensed consolidated statement of
income for the three months ended March 31, 1977. This settlement reduced net
income for the three months ended March 31, 1977 by approximately $3,200,000.

8. Litigation

All significant litigation matters relating to Cerro-Marmon and the merger of
Cerro into Cerro-Marmon described in the notes to the 1976 consolidated financial
statements included on Form 10-K for the year ended December 31, 1976 have been
settled and dismissed on the basis described therein. Other litigation will
not have a material adverse effect on the accompanying condensed consolidated
financial statements.

9. Quarterly Data

The condensed consolidated statement of income for the three months ended
March 31, 1976 has been restated as follows:

Revenues-
Cost of
Income before Income taxes,
equity In net income of Cerro
and discontinued business

Income from continuing operations
Net Income

As Previously
Reported

$203,496
178,562

12,394
7,906
7,906

As Restated

$194,662
170,914

11,715
8,159
8,878
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The restated amounts shown above reflect restatements for (1) amounts applicable
to the trucking subsidiary classified as a discontinued operation in the fourth
quarter of 1976, (2) reclassifications to cost of sales of certain amounts improperly
included in revenues, (3) adjustments to reflect the effects of changes in purchase
cost allocations from the initial tentative allocations made in the first quarter
and (4) retroactive reflection of certain inventory adjustments determined in the
fourth quarter of 1976 that were applicable to prior quarters. The effects of these
retroactive adjustments have been reflected in the condensed consolidated balance
sheet at March 31, 1976 and the condensed consolidated statement of changes in
financial position for the three months then ended.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF QUARTERLY RESULTS

The comparability of the historical condensed consolidated statements of income
foe the three months ended March 31, 1977 and 1976 is significantly affected by the merger
of Cerro Corporation into Cerro-Marmon Corporation on February 24, 1976 as described
in the notes to the condensed consolidated financial statements. Therefore, to facilitate
a comparison, the following data for the three months ended March 31, 1976 is presented
on a pro forma basis, assuming that the merger of Cerro had occurred on January 1, 1976
(in millions of dollars):

Three Months Ended
Three Months Ended March 31, December 31, 1976

1977 1976
(Pro forma)

Net sales:
Manufacturing
Metal trading
Coal mining

Income from continuing operations,
before income taxest

Manufacturing
Metal trading
Coal mining (A)
Real estate (B)
Other - net (C)

Income from continuing operations*
before income taxes

Income taxes (B)

Income from continuing operations 8.5 10.7 6.7
Income of discontinued business

less income taxes

Net income (A)

(A) 1977 includes an unusual charge of $4.7 million froa termination of long-term
employment and other related contracts (Note 7 to Condensed Consolidated
Financial Statements) which charge reduced net income by $3.2 million.

(B) 1977 amount for real estate includes an unusual credit of $3.5 million and income
taxes include a charge of an equal amount (Note 5 to Condensed Consolidated
Financial Statements).

(C) Includes interest expense, unallocated home office expenses and miscellaneous
income and expenses.
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Comparison of results for the quarter ended March 31, 1977
with the pro forma results for the quarter ended March 31, 1976

Sales

Total sales increased $34.3 million or 12%.

The increase of $30.3 million related to the manufacturing operations, includes
$13 million from the acquired Hammond operations from January 27, 1977. Other signifi-
cant reasons for the increase in sales of the manufacturing group were improved demand
in tubing, metal products and wire and cable reflecting better economic conditions
in the residential housing and general industrial markets; selling prices were increased
in applicable operating units as the basic price of copper increased; and there
was an improved demand for automobiles and trucks which resulted in an increase in
the automotive products group sales with truck flat leaf springs being a major factor.

Coal mining sales increases reflect increased tonnage shipped to domestic users
in 1977.

Sales of the nonconsolidated real estate subsidiaries for the first quarter of
1977 were $5 million compared to $8 million in the comparable 1976 quarter. Such sales
are not included in consolidated net sales shown above as the real estate subsidiaries
are accounted for on the equity method.

Income from continuing operations

Income from continuing operations before income taxes increased $2.4 million
or 131.

The increase of $2.9 million in manufacturing income includes $1.6 million
from the Hammond operations for the period subsequent to acquisition, and increases
in the income of the pipe and tubing and metal products groups due principally to
increases in copper prices in 1977. Automotive products group income increased due
to higher sales volume. These increases were partially offset by lower income from
the mining equipment operations which continues to be impacted by declining sales and
gross margins caused by reduced demand for mining equipment. Also, wire and cable
operations, while benefiting from higher prices in the first quarter of 1977, were
still operating under reduced gross margins from abnormally low pricing carried over
from 1976.

Metal trading incoM improved principally because of reduced interest rates on
borrowings incurred to finance inventories. There was also increased activity and
income from agency commissions.

Income fro» coal mining operations increased $1.1 million to $2.2 million in
1977 before the $4.7 million unusual charge resulting from the termination of long-
term employment and other related contracts (Mote 7 to Condensed Consolidated Financial
Statements). This increase in income results principally from higher sales volume.

The real estate subsidiaries incurred a loss of $1.7 million in 1977 before
an unusual credit of $3.5 million from the realization of gross profit on installment
receivables. The loss of the real estate subsidiaries in 19.76 was charged to a reserve
established therefor in the purchase cost allocation (Note 5 to Condensed Consolidated
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Financial Statements);, therefore, no amount is included in the pro forma results for
the first quarter of 1976.

Other - net was income of $.8 million in 1977 compared with S.I million in
ie 1976 amount includes a $.4 million loss relating to certain operations
itlv sold. The remainder of th» increase relat-»<n nr i n<-i 0*11 v t-n roHn/-o/4

1976. The 1976 amount includes a $.4 million loss relating to certain operation
subsequently sold. The remainder of the increase relates principally to reduced
home office expense.

Income taxes

The effective income tax rate for the first quarter, 1977 is 60% as compared
to 43% for the first quarter, 1976. The increase is principally due to the inclusion
of a $3.5 million charge relating to the unusual real estate credit (Note 5 to
Condensed Consolidated Financial Statements), and an expected higher effective tax
rate in 1977.

Comparison of th« results for the first quarter of 1977
with the results for the preceding quarter ended December 31, 1976

Sales

Total sales increased $102.5 million or 50%.

The increase of $42 million from manufacturing operations included $13 million
relating to the acquired Hammond operations from January 27, 1977. Other significant
changes in sales of the manufacturing operations included an increase in tubing and
metal products where a combination of reduced seasonal demand and declining prices
related to lower basic metal costs (primarily copper) was present in the fourth quarter
of 1976 versus a counter trend in 1977. Automotive sales in the 1977 quarter increased
from the 4th quarter of 1976 due to the elimination of holidays occurring in the fourth
quarter and improved demand for product in the truck flat leaf spring markets. Mining
equipment reflected an increase in sales in the 1977 quarter as a result of the first
signs of improved demand in this area.

Metal trading sales increased $65.2 million due principally to the delivery
of copper under advanced sales contracts entered into in December 1976.

Coal mining sales decreased due principally to thai elimination of a subsidiary
resulting from the termination of long-term employment and other related contracts.

Income from continuing operations

Income frc« continuing operations before income taxes increased $9.6 million or
83%.

The increase of 911.9 million in manufacturing income includes $1.6 million
from the Hammond operations for the period subsequent to acquisition and substantial
increases in income from the pipe and tubing, metal products and wire and cable opera-
tions resulting principally from the turn around of copper prices. Copper prices
declined in the fourth quarter of 1976 resulting in reduced gross margins and inventory
write downs in that quarter. Increased prices in the first quarter of 1977 resulted
in improved margins and partial recoveries of the previously reflected inventory
losses. Income from the automotive products group increased due primarily to the
increased demand for truck flat leaf springs. Mining equipment income was up due to the
increased sales volume in the 1977 quarter and the absence of development and other
costs incurred in 1976.
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Metal trading income increased $1.2 million reflecting lower interest costs
to finance inventor lea, increased physical sales with resultant higher agency commissions
as well as a more active market in the first quarter of 1977 resulting in improved
trading results.

Coal mining income, before the unusual charges discussed previously, decreased
$2.4 million reflecting lower sales volume and reduced margins.

No amount was included for the real estate subsidiaries in 1976 as discussed
previously.

Other - net was income of $.8 million in 1977 compared with expense of $1
million in 1376. The change is due principally to pension expense applicable to
terminated foreign employees that was recorded in 1976.

Income taxes

The effective tax rate for 1977 is 60% as compared to a rate of 42% in 1976.
The increase in the effective rate is principally due to the matters discussed in
the comparison of first quarter results for 1976 and 1977.
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Part II - Other Information

Item I. Legal Proceedings

See the discussion in Note 8 of Condensed Notes to the Condensed Consolidated
Financial Statements in Pact I of this Form 10-Q.

Item 9(b) Exhibits and Reports on Fora 8-K

No reports on Fora 8-K were required to be filed for the three months ended
March 31, 1977.
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SIGNATURES

Pursuant Co the requirements of the Securities Exchange Ace of 1934, the

registrant has duly caused this report to b« signed on its behalf by the undersigned

thereunto duly authorized.

CERRO-MARMDN CORPORATION

DATE: *//7/77

DATE; S//?/?7

Registrant

ecutive vice President
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I
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, 0. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) OP THE

SECURITIES EXCHANGE ACT OP 1934

For Quarter Ended June 30, 1977 Commission Pile Number 1-7285

The Harmon Group, Inc.
(Exact name of registrant as specified in its charter)

Delaware 52-104-5483
(State or other jurisdiction o f ( I . R . S . Employer
incorporation or organization) Identification No.)

39 South LaSalle Street, Chicago, Illinois 60603
(Address of principal executive o f f i c e s ) ( Z i p code)

Registrant's telephone number, including area code (312) 372-9500

Cerro-Marmon Corporation
Former name, former address and former fiscal year, if changed
since last report.

Indicate by check mark whether the registrant (1) has filed all
reports required to b« filed by Section 13 or 15 (d) of the Securities
Exchange Act o£ 1934 during the preceding 12 months (or for such
shorter periodf that the registrant was required to file such reports),
and (2) has b««n subject to such filing requirements for the past 90
days.

Yes x No

Indicate the number of shares outstanding of each of the issuer's
classes of common stock, as of the close of the period covered by
this report.

5,000,000 shares of Common Stock were issued and outstanding
at June 30, 1977.
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THE MASMON GROUP. INC.
CONDENSED CONSOLIDATED BALANCE SHEET

(In thousands of dollars)
(Unaudited)

June 30,

ASSETS

Current assets:
Cash and cash equivalents
Marketable securities
Receivables - net
Inventories (Note 3)
Other current assets

Total current assets

Investments in and advances to
nonconsolidated subsidiaries:
Trucking (Note 4)
Realty (Note 5)

Notes due from Chile
Property, plant and equipment - net
Other investments and assets

1976
Restated

(Notes 1, 2 and 9)
1977

$ 16,653
5,076

148,286
266,762
8,071

$ 25,066
17,249
123,254
170,883
8,771

444,848 345,223

18,264
16,933
2,587

105,034
17,572

15,857
19,669
5,749
99,826
15,704

$605,238

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:
Notes payable to banks
Long-term obligations due in one year
Accounts payable
Income taxes (Note 6)
Accrued liabilities

Total current liabilities

Long-term obligations
Deferred credit from acquisition (Note 2)
Other non-current amounts
Contingencies (Notes 2 and 8)

Total liabilities

Shareholders' equity:
Preferred stock/ liquidation preference
and redemption value of $93,699

Common stock
Other paid-in capital
Retained earnings

Total shareholders' equity

$ 60,364
13,498
63,419
25,761
45,778

$ 18,322
13,620
55,495
20,875
34,199

208,820 142,511

96,932
20,811
16,356

129,841
7,307
12,219

342,919 291,878

89,770
5,000
26,489
141,060

262,319

$605,238

88,724
5,000
10,241
106,185

210,150

$502,028

See Condensed Notes to Condensed Consolidated Financial Statements.
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THE MARMON GROUP. INC.

CONDENSED CONSOLIDATED STATEMENT OP INCOME

(In thousands of dollars)
(Unaudited)

Revenues:
Net sales
Miscellaneous - net (Notes 5 and 7)

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income before income taxes and
discontinued business

Income taxes (Notes 5 and 6)

Income from continuing operations

Income of discontinued business less
income taxes (Note 4)

Net income

Net income applicable to preferred stock

Net income applicable to common stock

Three Months Ended
June 30,

1976
Restated

(Notes 1, 2 and 9)
1977

$286,624 $217,886
1,781 3,302

288,405 221,188

235,094
22,234
4,021

183,973
14,516
3,509

261,349 201,998

27,056
13,267

13,789

902

14,691

(2,657)

$ 12,034

19,190
8,176

11,014

1,179

12,193

(2,694)

$ 9,499

See Condensed Notes to Condensed Consolidated Financial Statements.
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t
THE MARMON GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OP INCOME

(In thousands of dollars)
(Unaudited)

Revenues:
Net sales
Miscellaneous - net (Notes 5

and 7)

Costs and expenses:
Cost of sales
Selling and administrative
Interest

Income before amounts shown below
Income taxes (Notes 5 and 6)
Income before equity in net income
of Cerro Corporation and
discontinued business

Equity in net income from
continuing operations of Cerro
Corporation (Note 1)

Income of discontinued business
less income taxes (Note 4)

Net inc

Net incoa» applicable to
preferred stock

Net incoa* applicable to
common stock

Six Months Ended
June 30,

1977
1976

Restated
Historical Pro Forma
(Notes 1, 2 and 91

$595,600

2,859

$411,291 $491,463

4,559 6,565

598,459 415,850 498,028

501,071
42,053
7,165

354,887
24,412
5,646

423,683
29,369
7,042

550,289 384,945 460,094

48,170
25,822

22,348

22,348

1,418

23,766

(5,314)

$ 18,452

30,905
13,168

17,737

1,436

19,173

1,898

21,071

(3,743)

$ 17,328

37,934
16,356

21,578

21,578

1,944

23,522

(5,219)

$ 18,303

See Condensed Notes to Condensed Consolidated Financial Statements.
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THE MASMON GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OP CHANGES
IN FINANCIAL POSITION (NOTES I and 2)

Six Months Ended June 30, 1977
(In thousands of dollars)

(Unaudited)

Sources of working capital:
Total provided by continuing
operations $ 41,436

Total provided by discontinued
operations 163

Total provided by operations $ 41,599

Acquisition of Hammond -
Capital contribution by GL, less
$2,997 assigned to net non-current
assets 13,251

Working capital received of
$18,321 less cost of net assets
acquired 310

Total resulting from acquisition
of Hammond 13,561

Proceeds from long-term obligations 3,650
Other - net 827

Total working capital provided 59,637

Dispositions of working capital:
Additions to property, plant and
equipment - net 8,152

Reduction in long-term obligations 5,659
Preferred dividends paid 4,792

Total working capital used 18,603

Increase i» working capital 41,034
Working capital at December 31, 1976 194,994

Working capital at June 30, 1977

See Condensed Notes to Condensed Consolidated Financial Statements,
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THE MARMON GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OP CHANGES
IN FINANCIAL POSITION (RESTATED) (NOTES 1 and 2)

Six Months Ended June 30, 1976
(In thousands of dollars)

(Unaudited)

Sources of working capital:
Total provided by continuing
operations $ 24,826

Total provided by discontinued
operations 820

Total provided by operations $ 25,646

Merger of Cerro at February 24, 1976 -
Preferred stock issued and issuable 88,375
Harmon's basis in 45.33% of Cerro 80,028
Long-terra obligations assumed 84,104
Other - net 18,248

270,755
Less cost assigned to non-current
assets 108,420

Total provided by merger of Cerro 162,335

Proceeds from long-term obligations 1,325

Decrease in Chilean notes 9,338

Total working capital provided 198,644

Dispositions of working capital:
Additions to property, plant and
equipment - net 8,012

Reduction in long-term obligations 36,988
Increase in other investments and
assets 4,534

Advances to real estate subsidiary 4,725
Preferred dividends paid 3,395
Other - net 568

Total working capital used 58,222

Increase in working capital 140,422
Working capital at December 31, 1975 62,290

Working capital at June 30, 1976 $ 202,712

See Condensed Notes to Condensed Consolidated Financial Statements.
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THE MARMON GROUP, INC.

CONDENSED NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

June 30. 1977 and 1976

(Tabular amounts ace in thousands of dollars)

(Unaudited)

The accompanying condensed consolidated financial statements,
which are for interim periods, do not include all disclosures provided
in annual financial statements. Reference is made to the consolidated
financial statements and related notes thereto included in the annual
report on Form 10-K filed by Cerro-Marraon Corporation (Cerro-Marraon)
with the Securities and Exchange Commission for the year ended
December 31, 1976.

The accompanying condensed consolidated financial statements
include all adjustments, consisting only of normal recurring accruals
except for a charge to income relating to the termination of long-
term employment and other related contracts (Note 7) and resolution
of an uncertainty relating to the real estate operations (Note 2) in
the six months ended June 30, 1977, which, in the opinion of manage-
ment, are necessary for a fair presentation of the condensed consolidated
statements of financial position, results of operations and changes
in financial position.

1. Organization and Basis of Financial Statements

Pursuant to a vote of shareholders taken on June 3, 1977, the
name of the corporation was changed from Cerro-Marraon Corporation
to The Marmon Group, Inc. (Marmon).

Cerro-Marraon was inactive until February 24, 1976. On that
date Cerro-Marraon acquired from its parent, GL Corporation (GL),
(1) all of the outstanding capital stock of The Marmon Group, Inc.
(Michigan) (TMG), including TMG's 45.33% equity interest in Cerro
Corporation (Cerro) acquired in 1974, in a transaction accounted
for as if it waa a pooling of interest and (2) the remaining 54.67%
equity interest in Cecro in a transaction accounted for as a purchase.
As a result of these transactions, GL owns 100% of the common stock
of Marmon, which represents approximately 82% of the total voting
interest in Marmon. Accordingly, the consolidated financial statements
of Marmon prior to February 25, 1976 consist of the consolidated
financial statements of TMG, Marmon's accounting predecessor company,
and all subsidiaries, including TMG's 45.33% interest in Cerro accounted .
for on an equity basis. Commencing February 25, 1976 the consolidated
financial statements consist of the financial statements of Marmon
and all significant subsidiaries except the real estate subsidiaries
and the trucking subsidiary which is to be sold (Note 4).
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The acquisition of Cerro has been accounted for as a purchase.
Accordingly, the net assets of the business formerly conducted by
Cerro are included at amounts determined after giving effect to an
allocation of the purchase cost to such net assets. The effect of
the purchase coat allocations was to significantly reduce the amounts
at which Cerro'3 net assets are included in the Marmon condensed
consolidated balance sheet from amounts previously reflected in Cerro1s
historical consolidated balance sheet. Reductions were made principally
to investments (including the investment in the real estate subsidiaries),
property, plant and equipment, intangible assets and the asset included
in the Cerro balance sheet for future income tax benefit. This alloca-
tion and the effects thereof on results of operations are subject to
retroactive revision to reflect the resolution of certain specific
matters discussed in Note 2.

The purchase cost allocations had the effect of significantly
increasing the amount reflected by TMG as its equity in the net income
of Cerro prior to February 25, 1976 and the net income of Marmon
subsequent thereto. This effect results principally from (1) reduc-
tions in depreciation, depletion, and amortization of property, plant
and equipment and intangible assets, (2) larger gains or lesser
losses from dispositions of assets and (3) elimination of net losses
from the real estate operations for periods through December 31,
1976, as well as a June 1977 provision for estimated losses resulting
from a decision by Leadership and its joint venture partner for a
planned termination of the joint venture in which Leadership participates,
as discussed in the following paragraphs.

No amounts have been included in consolidated results of operations
applicable to the nonconsolidated real estate subsidiaries for the
six months ended June 30, 1976. The loss incurred by these subsidi-
aries was charged to a reserve established in connection with the
allocation of TMG's purchase cost to Cerro's net assets because
significant uncertainties precluded such allocation to these subsidiaries
at the dates of purchase. As discussed more fully in Note 5, various
of the uncertainties were substantially resolved as of December 31,
1976 and a revised purchase cost allocation was made; therefore, the
results of operations of the nonconsolidated real estate subsidiaries
are reflected in consolidated net income, commencing January 1, 1977,
on the equity method. Reference is also made to Note 5 with respect
to certain guarantees by Leadership relating to a joint venture in
which Leadership participates.

Had th* Mrger of Cerro into Marmon been consummated on January 1,
1976, pro fbraa revenue and net income for the six months ended
June 30, 1976 would have been as follows:

Revenues $498,028

Income from continuing operations $ 21,578
Income from discontinued business 1,944
Net income $ 23,522

The above pro forma amounts consist of the historical amounts
applicable to TMG and Cerro for the period January 1, 1976 to February 24
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1976, adjusted on a pro forma basis to give effect to the adjustments
resulting from the merger of Cerro into Marmon, and the reported
amounts applicable to Marmon for the period subsequent to the merger
date, both adjusted to reflect the discontinuance of trucking operations.
As noted above, no amounts are included for the real estate subsidiaries.

On January 26, 1977 Marmon (1) received 48% of the outstanding
common stock of Hammond Corporation (Hammond) as a capital contribution
from GL and (2) acquired the remaining equity interest in Hammond
for cash of approximately $18,000,000. The acquisition of Hammond
has been accounted for as a purchase and the results of operations
of Hammond have been included in the condensed consolidated financial >
statements commencing January 27, 1977. Had the acquisition of Hammond
taken place on January 1, 1976, Harmon's consolidated revenues and
net income on a pro forma basis, after giving effect to a preliminary
allocation of Marmon's accounting basis in Hammond to Hammond's net
assets, would have increased by:

Quarter Ended Six Months Ended
June 30, June 30,
1 9 7 6 I 9 T 7 1 9 7 6

Revenues $ 17,992 $ 10,993 $ 50,914
Net income 317 551 843

2. Uncertainties

Significant uncertainties, relating to the former Cerro operations,
existed at February 24, 1976. Such uncertainties related principally
to the real estate operations (Leadership). Various of the uncertainties
were substantially resolved at December 31, 1976. The major remaining
uncertainty related to the net realizable value of a joint venture in
which Leadership participates (Note 5).

Income tax matters, including matters relating to Cerro's prior
year federal income tax position, are discussed in Note 6. On the
basis of presently known information, management of Marmon does not
anticipate any significant change in the prior year federal income
tax position of Cerro from that reflected in Cerro1s income tax returns
other than as previously provided. Further, Harmon's management
anticipates that the anount of future income tax benefit available
from Cerro'st-prior year losses will be ultimately realized. However,
because of tb* complexities of the matters and because no member
of Harmon1* vanageaent was a part of Cerro's management prior to
1975, Marmoir will continue to include all income tax benefits realized
from prior year losses of Cerro in the "Deferred credit from acquisi-
tion" in the Marmon consolidated balance sheet (rather than being
partially applied to reduce the purchase cost allocated to Cerro's
former property, plant and equipment) and to reflect no amortization
of the deferred credit in income until the matters referred to above,
including the matter relating to Leadership, are resolved. The effect
thereof on the accompanying condensed consolidated financial statements
is not material. Upon resolution, the purchase cost allocated to Cerro's
net assets will be retroactively revised to reflect any adjustments
resulting from (1) the realization of the income tax benefits result-
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ing from prior year losses of Cerro and (2) the outcome of the matters
discussed above relating to Leadership and the prior year federal
income tax position of Cerro. Further, provisions for depreciation
and depletion will be retroactively adjusted to reflect the effects of
any revision of purchase cost allocated to property, plant and equip-
ment and amortization of any deferred credit will be retroactively
included in income. Any retroactive adjustments required will not
have a material effect on consolidated working capital and shareholders'
equity at June 30, 1977 and 1976.

3. Inventories
r-

June 30
19T7 1976fe

Metal trading inventories $ 69,980 $ 31,391
Coal inventories and supplies 11,208 10,435
Manufacturing inventories and

supplies 185,574 129,057
$266,762 $170,883

Inventories valued under the LIFO method were approximately
$31,500,000 less than the current costs of such inventories at June 30,
1977 ($27,000,000 at June 30, 1976). The classification of manufactur-
ing inventories by stage of production is not available from the
accounting records.

4. Investment in Trucking Subsidiary

Marmon intends to sell, in the third quarter of 1977, its majority
owned trucking subsidiary, ICX Industries, Inc., to ICX Corporation,
a corporation formed by certain employees of the trucking subsidiary,
for $22,600,000 in cash, a subordinated note of approximately $5,500,000
(subject to changes in the net asset value of the subsidiary to date
of sale), which bears interest at prime plus 4>j% per annum, and a 19.8%
equity interest in ICX Corporation. Accordingly, the trucking subsidiary
is reflected in the financial statements as a discontinued business.
The gain to be realized on the sale, before income taxes, is estimated
at approximately $4 million based on the cash proceeds to be received.
The gain represented by the notes and stock will be recognized as
amounts are realized in cash.

Net assets of the discontinued trucking business, after giving
effect to Maroon's purchase cost allocations, at June 30, 1977 follow:

Current assets $ 9,972
Current liabilities 8,663

Met current assets 1,309

Property and equipment - net 13,371
Operating rights and other assets 6,775
Non-current obligations (3,191)

Net assets $ 18,264 LS 000903
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The amounts shown in the consolidated statement of income as
income of discontinued business for the period January 1, 1976 to
February 24, 1976 consist of TMG's 45.33% equity in the net income
of Cerro'a trucking subsidiary, less TMG's income taxes relating
thereto, and for periods subsequent thereto consist of the adjusted
income of the trucking subsidiary, less related income taxes.

For the six month periods ended June 30, 1977 and 1976 ICX Indus-
tries, Inc. reported revenues of $43,666,000 and $41,709,000,
respectively. Revenues for the three month period ended June 30,
1977 were $22,966,000 compared to $21,139,000 in the comparable 1976
period.

5. Investment in Real Estate Subsidiaries

No amounts have been included in the condensed consolidated
results of operations applicable to real estate subsidiaries for the
six months ended June 30, 1976 as the loss incurred by these subsidiaries
was charged to a reserve established for such purpose by the initial
purchase cost allocations. This reserve was established because
various uncertainties relating to the real estate operations precluded
an allocation of purchase cost to the real estate assets at the dates
of acquisition of Cerro. Certain of these uncertainties were substan-
tially resolved by the modification of certain agreements and restructuring
of debt obligations concluded in February 1977, the reductions in
inventories and the restructuring of the activities of the real estate
subsidiaries, and the general improvement in the market in the various
areas in which the real estate operations are conducted. The most
significant remaining uncertainty relates to a joint venture in which
Leadership is a participant (see the third paragraph of this note).
The above-described events permitted a quasi-reorganization of Leadership
as of December 31, 1976 at which date its assets were revalued to reflect
their fair market values. These revised asset values were used as the
basis for finalizing the purchase cost allocation to the real estate
assets and to Harmon's investment in the real estate subsidiaries.
Commencing January 1, 1977, Harmon has reflected its equity in the
operating results of the real estate subsidiaries in the condensed
consolidated financial statements. A condensed combined statement of
operations, exclusive of the effects of the quasi-reorganization and
debt restructuring which were reflected as of December 31, 1976 and
after giving effect to adjustments relating to the purchase cost alloca-
tion, for the) aix months ended June 30, 1977 follows:

Sal«» $ 18,932
Interest and other revenue 932
Realized gross profit on

installment receivables 3,467
Cost and expenses:
Cost of sales (17,755)
Selling and administrative (1,801)
Interest (2,931)

Income before income taxes $ 844
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The "Realized gross profit on installment receivables" is a
non-recurring credit resulting from the allocation of Marmon's purchase
cost to the real estate subsidiaries' net assets. Income taxes in
the condensed consolidated statement of income of Marraon include
a charge equal to the non-recurring credit.

Leadership participates in four joint ventures. Two of these
joint ventures are with certain Pritzker Trusts (the Pritzker family,
through trusts and other entities, own all of the outstanding capital
stock of GL) and provide for Leadership's participation in 50% of
the profits and losses. These two joint ventures hold unimproved
property and have not made any sales. While Leadership has no invest-:
ment in these particular ventures, it was contingently liable to lenders
for approximately $13,200,000 of notes payable by the joint ventures.
At June 30, 1977, approximately $12,500,000 of such debt of one of
the joint ventures was in default and actions for foreclosures had
been filed by certain noteholders. As a result of the foreclosure
actions, negotiations with the noteholders and a joint valuation
by the partners, a decision was made by Leadership and the joint
venture partner to minimize the potential loss in the joint venture
through a plan to terminate the joint venture and return the properties
to the noteholders. Leadership has made a provision of $6,500,000
for 50% for its estimated loss relating to this joint venture. The
provision has been charged to "Deferred credit from acquisition"
in the accompanying condensed consolidated financial statements. The
joint venture is contingently liable for deficiency judgments, if
any, that may be obtained by the noteholders, but in the opinion
of management, such liability would have no material affect on the
consolidated financial statements of Marmon.

At June 30, 1977, Leadership's indebtedness included an unsecured,
non-interest bearing note having a face value of $12,000,000, due
$3,000,000 annually commencing in December 1977, guaranteed by Marmon.

6. Income taxes

Marmon will be included in the consolidated federal income tax
returns of GL. Prior to February 25, 1976, TMG was included in GL's
consolidated federal income tax returns. Pursuant to a formal tax
sharing agreement with GL, federal income taxes of Marmon will be
determined, in general, as if the former Cerro affiliated tax group
and the foratr TMG affiliated tax group each filed separate consolidated
tax return*.. Prior to February 25, 1976, federal income taxes of
TMG were determined, in general, as if TMG and its domestic subsidiaries
filed a separate consolidated federal income tax return. Federal
income taxes so determined are to be paid periodically to GL except
that (1) the former Cerro affiliated tax group shall not be required
to make any tax sharing payments during any taxable period in which
Marmon has not currently paid all prescribed dividends or made sinking
fund payments on its Series A preferred stock and (2) during all
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other taxable periods the former Cerro affiliated group shall retain,
without restriction, 50% of any tax sharing payments that would be
due to any member of the GL affiliated group. No income taxes are
payable to GL by the former Cerro affiliated group. AS a member
of the GL consolidated federal income tax group, Marmon (and TMG
prior to February 25, 1976) is contingently liable for the federal
income taxes of the other members of the group. GL has indemnified
Marmon (and TMG) for any federal income taxes attributable to other
members of the group.

Examinations by the Internal Revenue Service (Service) of Cerro1s
federal income tax returns for the years 1965 through 1971 have been
substantially completed and additional liabilities have been proposed
by the Service. The Service is in the initial stages of an examination
of Cerro's federal income tax returns for the years 1972 through
1974 and has not progressed sufficiently to form any conclusions
relating to matters reflected in such returns. Cerro1s returns include
the effects of complex transactions among which is the 1974 expropriation
of Cerro's subsidiary, Cerro de Pasco (C de P), discussed below.

On January 1, 1974, C de P was expropriated by the Peruvian
government, resulting in a loss of $135,000,000 which was reflected
in Cerro1s federal income tax return for 1974. On January 22, 1974,
the Service advised Cerro by a private ruling letter that it considered
the 1974 C de P expropriation loss to have resulted from a compulsory
or involuntary conversion of the stock of C de P and that the loss
qualified as an ordinary loss which would be carried over and applied
against the Cerro affiliated group income for as long as ten years
to the extent not utilized during the taxable year in which it arose.
By letter dated May 12, 1976, the Service advised Marmon that the
January 22, 1974 ruling letter was being retroactively revoked with
respect to the conclusion that the loss was an involuntary conversion
of the stock of C de P and held that the transaction will be treated
as an expropriation of assets. During the course of the current
examination of Cerro's federal tax returns, the Service has insisted
upon physically examining the books and records of C de P in Peru
in order to verify the basis of C de P's assets. To date the Service
has not received permission from the Government of Peru to conduct
the examination in Peru. Nevertheless, present management believes
that the adjusted basis of C de P's assets ultimately can be established.

On the baais of presently known information, Marmon1 s management,
who were not pact of the Cerro management in 1974 or prior years,
believe (1) ti**t adequate provision has been made for additional
liabilities that may be assessed for the years 1965 through 1971,
(2) that no significant change will be made in Cerro1s federal income
tax position for the periods subsequent to 1971 from that reflected
on Cerro1s income tax returns for such periods, and (3) that the
federal income tax benefits available to Marmon from prior losses
of Cerro, which are estimated to be in excess of $11,000,000 at June 30,
1977, will be realized. However, as a result of the uncertainties
raised by the retroactive revocation of the January 22, 1974 ruling
letter, the present inability to obtain permission from the Government
of Peru for the Service to travel to Peru and the matters discussed
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in Note 2, conservative accounting practice dictates that recognition
of the income tax benefits of the prior Cerro losses be deferred
until all significant matters relating to Cerro's prior year income
tax position are resolved. See Note 2 as to Harmon's accounting
for income tax benefits of Cerro's prior losses when such benefits
are realized.

7. Employment Contract Settlement

In the first quarter of 1977, Harmon negotiated the termination
of long-term employment and other related contracts with certain
officers of a coal mining subsidiary. The cost of this settlement
of approximately $4,700,000 is reflected in "Miscellaneous - net"
in the accompanying condensed consolidated statement of income for
the six months ended June 30, 1977. This settlement reduced net
income for the six months ended June 30, 1977 by approximately
$3,200,000.

8. Litigation

All significant litigation matters relating to Harmon and the
merger of Cerro into Harmon described in the notes to the December 31,
1976 consolidated financial statements included in Form 10-K have been
settled and dismissed on the basis described therein. Other litiga-
tion will not have a material adverse effect on the accompanying
condensed consolidated financial statements.

9. Quarterly Data

The condensed consolidated statements of income for 1976 have
been restated as follows:

Three Months Ended Six Months Ended
June 30, 1976 June 30, 1976

P r e v i o u s l y P r e v i o u s l y
Reported Restated Reported Restated

Revenues $250,067 $221,188 $453,563 $415,850
Cost of sales 207,703 183,973 386,265 354,887
Income before income
taxes, equity in net
incomer of Cerro and
discontinued business 22,630 19,190 35,024 30,905

Income from continuing
operations 11,621 11,014 19,527 19,173

Net income 11,621 12,193 19,527 21,071

The restated amounts shown above reflect restatements for
(1) amounts applicable to the trucking subsidiary classified as
a discontinued operation in the fourth quarter of 1976, (2) reclassifi-
cations to cost of sales of certain amounts improperly included in
revenues, (3) adjustments to reflect the effects of changes in purchase
cost allocations from the initial tentative allocations made in the
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first quarter of 1976 and (4) retroactive reflection of certain
inventory adjustments determined in the fourth quarter of 1976 that
were applicable to prior quarters. The effects of these retroactive
ad]ustments have been reflected in the condensed consolidated balance
sheet at June 30, 1976 and the condensed consolidated statement of
changes in financial position for the six months then ended.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OP OPERATIONS

The historical condensed consolidated statement of income for the six months
ended June 30, 1976 is significantly affected by the merger of Cerro into Cerro-
Marmon on February 24, 1976 as described in the notes to the condensed consolidated
financial statements. Therefore, to facilitate a comparison, the following data
for the six months ended June 30, 1976 is presented on a pro forma basis, assuming
that the merger of Cerro had occurred on January 1, 1976 (in thousands of dollars):

Net Salesi
Manufacturing
Metal trading
Coal mining

1977 1976

Quarter Ended
3/31

$188,559
98,187
22,230

6/30

$209,509
51,569
25,546

Year
To Date
6/30

$398,068
149,756
47,776

Quarter
Ended
6/30

$165,850
30,727
21,309

Year
To Date
6/30

(Pro Formal

$324,106
131,314
36,043

$308,976 $286,624 $595,600 $217,886 $491,463

Income froa continuing operations,
before incoae taxest
Manufacturing
Metal trading
Coal mining (A)
Real estate (B)
Other - net (C)

Incoae froa continuing operations,
before incoae taxes

Incoae taxes

Incoae froa continuing operations

Discontinued operations

Net incoae

$ 18,271 $ 21,346 $ 39,617 $ 19,574 $ 34,934
2,668 2,708 5,376 376 2,519
(2,487) 3,441 954 679 1,792
1,815 (971) 844
847 532 1,379 (1,439) (1,311)

21,114

12.555

8,559

516

$ 9,075

27,056

13,267

13,789

902

$ 14.691

48,170

25,822

22,348

1,418

$ 23,766

19,190

8,176

11,014

1,179

$ 12,193

37,934

16,356

21,578

1,944

$ 23,522

(A) The first quarter and year to date results for 1977 include an unusual charge
of $4.7 million resulting froa termination of long-term employment and other
related contracts (Hot* 7 to Condensed Consolidated Financial Statements)
which charge reduced net incoae by $3.2 million.

(B) The first quarter and year to date results for 1977 include an unusual credit
of $3.5 million and incoae taxes include a charge of an equal amount (Note 5
to Condensed Consolidated Financial Statements).

(C) Includes interest expense, unallocated hooe office expenses, foreign dividends
and miscellaneous incoae and expenses.
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Comparison of results for the quarter ended June 30, 1977
with the results for the quarter ended March 31, 1977

Sales

Total sales decreased $22.4 million or 7%.

The increase of $21.0 million related to the manufacturing opera-
tions includes $4.0 million from the acquired Hammond operations which
were only included in the first quarter from January 27, 1977. Other
major increases in the pipe and tubing, metal products and wire and
cable operations are attributed to the continued improvement from
early in 1977 in demand in the residential housing and general
industrial markets, as well as higher copper prices which rose until
late in the second quarter. There was also some seasonal improvement
particularly in the building products group. The strong demand for
automobiles and trucks continued and resulted in improved sales for the
automotive products group.

Excluding a $61.8 million non-recurring copper sale in the first
quarter of 1977, metal trading sales increased $15.2 million in the
second quarter because of physical deliveries being accelerated in
anticipation of a copper mining strike as of June 30, 1977.

Coal mining sales improvement reflects higher sales volume of 80,000
tons principally to the domestic market. Both quarters were adversely
affected by a reduction in shipments to foreign markets.

Sales of the nonconsolidated real estate subsidiaries were $13.9
million in the second quarter compared to $5.0 million in the first
quarter. Such sales are not included in consolidated net sales as the
real estate subsidiaries are accounted for on the equity basis.

Income from continuing operations

Income from continuing operations before income taxes increased
$5.9 million or 28.1%.

The increase of $3.1 million in manufacturing income includes a
$1.2 million decline in Hammond operations which can be attributed to
seasonal factors. Other major increases in income in the pipe and tubing
and wire and cable and metal products groups can be attributed to better
margins on increased sales continuing the trend begun earlier in the
year. An improving income trend related to sales volume was present
in the automotive products group. There was also seasonal improvement
in the building products group resulting in higher income on higher sales.

Income from coal mining operations improved due to increased domestic
volume and a sales price increase in April 1977 under a long-term foreign
coal contract. The first quarter of 1977 includes a $4.7 million unusual
charge resulting from the termination of long-term employment and other
related contracts.

The real estate subsidiaries incurred a loss of $1.0 million in
the second quarter of 1977, compared to a $1.7 million loss in the
first quarter (before an unusual credit of $3.5 million from the realiza-
tion of gross profit on installment receivables).
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Other - net declined §.3 million compared to the first quarter of
1977. The second quarter included dividends of $1.0 million from foreign
affiliates which was offset by a decline in interest income and non-
recurring home office expenses of $.7 million. The first quarter also
included a non-recurring gain of $.2 million from the sale of securities.

Income taxes

The effective income tax rate for the first quarter of 1977 is 60%
compared to a 49% rate in the second quarter. The first quarter includes
a $3.5 million charge relating to an unusual real estate credit (Note 5
to Condensed Consolidated Financial Statements).

Comparison of results for the six months ended June 30, 1977
with the pro forma results for the six months ended June 30, 1976

Sales

Total sales increased $104.1 million or 21%.

The increase of $74.0 million related to the manufacturing opera-
tions, includes $40.6 million from the acquired Hammond operations from
January 27, 1977. Other significant reasons for the increase in sales
of the manufacturing group were improved demand and higher metal costs
reflected in the selling prices of pipe and tubing, metal products, and
wire and cable. This improved demand reflected better economic conditions
in the residential housing and general industrial markets. There was
also an improved demand for automobiles and trucks which resulted in
an increase in the automotive products group sales with truck flat
leaf springs being a major factor.

Metal trading sales increased during 1977 because of physical
deliveries of copper being accelerated in anticipation of a copper
mining strike as of June 30, 1977.

Coal mining sales improved due primarily to an increase of 240,000
tons in domestic shipments and two price increases in November 1976 and
April 1977 relating to a long-term coal contract. This improvement was
offset by a volume reduction of 75,000 tons to foreign markets - princi-
pally the Japanese steel industry.

Sales oft>t&» nonconsolidated real estate subsidiaries were $18.9
million for tdftjfcsix months ended June 30, 1977 compared to $18.1 million
in the 1976 6tf|V*rable period. Such sales are not included in consoli-
dated net saigas the real estate subsidiaries are accounted for on
the equity method.

Income from continuing operations

Income from continuing operations before income taxes increased
$10.2 million or 27%.

The increase of $4.7 million in manufacturing income includes $2.4
million from the Hammond operations for the period subsequent to acquisi-
tion. Increases in the income in the pipe and tubing and metal products
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group are due principally to better margins on the increased sales.
Automotive products group income increased due principally to higher
sales volume. These increases were partially offset by lower income
from the raining equipment operations which was impacted by declining
sales and gross margins caused by reduced demand for mining equipment,
particularly in the first quarter of 1977. Also, wire and cable opera-
tions, while benefiting from some firmness in pricing in the residential
markets, were operating under reduced gross margins from abnormally low
pricing carried over from 1976.

Metal trading income improved principally because of lower interest
costs on borrowings incurred to finance inventories. There was also
increased activity and income from agency commissions and an active market-
that was favorable to arbitrage and hedged copper inventory positions.

Earnings from coal mining operations increased as a result of
increased sales volume and sales price escalations in November 1976 and
April 1977 under a long-term foreign coal contract. The period ended
June 30, 1977 includes a $4.7 million unusual charge resulting from the
termination of long-term employment and other related contracts.

The real estate subsidiaries incurred a loss of $2.7 million in
1977 before an unusual credit of $3.5 million from the realizaion of
gross profit on installment receivables. The loss of the real estate
subsidiaries in 1976 was charged to a reserve established in the purchase
cost allocation; therefore, no amount is included in the pro forma results
for the six months ended June 30, 1976.

Other-net improved $2.7 million in 1977 compared to the comparable
1976 period. The improvement is principally due to an increase of $1.4
million in income (principally dividends) received from foreign affiliates
and a $.5 million reduction in home office overhead. The 1976 amount
includes a $1.0 million loss relating to certain operations subsequently
sold.

Income taxes

The effective tax rate for the year 1977 is expected to be higher
than in 1976. As a result, the rate for the six months ended June 30,
1977 is 54% as compared to a 43% rate in 1976.

Comparison of ififijsies for the quarter ended June 30, 1977
with the -in^ilPi niided June 30/1976

Sales

Total sales increased $68.7 million or 32%.

The increase of $43.7 million related to the manufacturing operations,
includes $22.3 million from the acquired Hammond operations. The balance
of the improvement in sales of the manufacturing group is related to
a continued trend since the beginning of the year of improved demand
in pipe and tubing and metal products reflecting better economic conditions
in the residential housing and general industrial markets. Selling prices
were increased in the applicable operating units as the basic price of
copper increased and some of these increases have been maintained despite
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a decline in copper prices in the Latter portion of the quarter. Continued
strong demand for automobiles and trucks resulted in another quarter
of improved sale* for the automotive products group.

Metal trading sales increased during the 1977 quarter because of
physical deliveries being accelerated in anticipation of a copper mining
strike as of June 30, 1977.

Coal mining sales increased due to higher volume in the domestic
market and two sales price increases in November 1976 and April 1977
relating to a long-term foreign coal contract. Shipments to foreign
markets were lower in the current period compared to the prior year.

Sales of the nonconsolidated real estate subsidiaries were $13.9
million compared to $12.0 million in the same period of 1976. Since
these subsidiaries are accounted for on the equity method, their sales
are excluded from consolidated amounts.

Income from continuing operations

Income from continuing operations before income taxes increased
$7.9 million or 41%.

The increase of $1.8 million in manufacturing income includes $.5
million from the acquired Hammond operations. Increases in the incoae
of the pipe and tubing and metal products groups are due principally
to improved pricing and increased sales volume. Automotive products
group income increased due principally to higher sales volume. These
increases are partially offset by lower income from the wire and cable
operations which were impacted by a lower pricing trend which began in
1976 and was present until early in 1977. An improving trend in 1977
has not yet returned pricing to comparable 1976 levels.

Metal trading income improved principally because of reduced interest
cost on borrowings incurred to finance inventories. There was also
increased income from agency commissions and market action in 1977 that
was favorable to arbitrage and hedged copper inventory positions.

The improvement in coal mining earnings reflects the higher domestic
sales volume and a price increase in April 1977 on shipments to foreign
markets.

The real̂ Bwte subsidiaries incurred a $1.0 million loss in 1977.
Their loss fOMBR 1976 period is excluded since it was charged to a
reserve eatabEfiaed in the purchase cost allocation.

*

Other-net improved $2.0 million compared to the second quarter of
1976 due primarily to income of $1.5 million (principally dividends)
received from foreign affiliates and a non-recurring $.6 million loss
in 1976 relating to certain operations subsequently sold.

Income taxes

The effective tax rate for 1977 is 49% compared to a rate of 43%
in 1976. The increase in the effective rate is due principally to the
matters discussed in the comparison of the 1977 first and second quarter
results. 000913
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Part II - Other Information

Item 1. Legal Proceedings

See th« discussion in Note 8 of Condensed Notes to the Condensed
Consolidated Financial Statements in Part I of this Form 10-Q.

Item 7. Submission of Matters to a Vote of Security Holders

At The Annual Meeting of Stockholders on June 3, 1977:

(a) the following directors were elected:

Robert H. Cutler G. Willing Pepper
Robert C. Gluth Jay A. Pritzker
Lewis B. Harder Robert A. Pritzker
George A. Jones Alan Wolfley

(b) the stockholders adopted and approved an amendment to
the Certificate of Incorporation to change the name of
the Corporation to "The Harmon Groupr Inc." There were
22,026,111 affirmative votes and 196,117 negative votes
cast with respect to this matter.

Item 9(b). Exhibits and Reports on Form 8-K

No reports on Form 8-K were required to be filed for the three
months ended June 30, 1977.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

DATE: August 2> 1977

DATEi August 2, 1977

THE MARMON GROUP, INC.
Registrant

R. C. Glutn,
Executive-Vice President

T. IT. Seife)
Secretary

LS 000915

MARGRP CDA dm -1206


